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Legislation for the Control of Corporations.* 


By J. E. Srerrett, C. P. A. 
President of the American Association of Public Accountants. 


In speaking of the control of corporations, it is important to 
remember that the word control has a broader significance than 
mere restraint. However useful at times a brake may be, it yet 
occupies a subsidiary place in any plan of mechanical organiza- 
tion. Not only are the interests of the capitalist class to a large 
extent bound up in the welfare of the corporations, but the 
proper control of corporations, a control that will conserve their 
resources and direct and promote their energies into right chan- 
nels, is also a subject of vital interest to the working man and 
the consumer. Moreover, it is no longer accurate to think of the 
capitalist class as consisting of a relatively small group of indi- 
viduals of great wealth. The common people, through their 
investments in the stocks and bonds of corporations, have become 
an integral part of this class, whose prosperity is affected by 
measures aimed at the regulation of corporations. 

It is generally conceded that the large majority of the Ameri- 
can people are honest, and it would, therefore, logically follow 
that the corporations under the control of this majority should 
be managed with a due regard for the rights of all parties in 
interest. | Observation justifies this conclusion, and amongst 
even the largest corporations two classes are recognized, a smaller 
group sometimes spoken of as “bad trusts,” and perhaps for that 
reason very much in the public mind and under pretty constant 
discussion—and a much larger group vaguely referred to as good 
or at least harmless trusts. 


*Address delivered before the National Civic Federation Conference on Uniform 
Legislation at Washington, D. C., January 17. 
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Inasmuch as it is granted by all that there are many corpora- 
tions that conduct their activities with due regard to the public 
interest, as well as to the earning of profits for their stockholders, 
it would seem that the form of regulation and control that 
should be adopted by law for all corporations would be somewhat 
closely in accord with the practices of the leading corporations 
in the better class. This assumption is so obvious that it would 
seem unnecessary to state it at all were it not for the fact that the 
corporation laws of nearly every state are drawn with little or 
no regard to business practices and ignore almost entirely the 
methods of control that have been evolved by the more enlight- 
ened corporations and voluntarily adopted by them for their 
own guidance. 

If we study the subject from the viewpoint of the internal 
management of a great modern corporation, we will soon find 
that comprehensive and accurate accounts and statistics furnish 
the most direct and important method of control, inasmuch as it 
is by these means that the facts as to results are ascertained, and 
in business it is results rather than theories or sentiment that 
count. 

What are the provisions of the corporation laws of the sev- 
eral states respecting the financial facts, the accounts, contracts, 
and vital statistics of the organizations formed thereunder? In 
some of these laws no provision whatever is made for accounts 
or reports to stockholders. In many others it is prescribed that 
a stock book shall be kept, and some go so far as to require that 
the names of the stockholders be entered therein in alphabetical 
order, but in spite of this magnifying of things of little import- 
ance, these laws make no provision whatever for such essentials 
as an annual balance sheet and a summary statement of the 
profit and loss account. A few states go a step further and 
stipulate that proper accounts be kept and annual reports be made 
to stockholders or to some state authority, but these provisions are 
seldom if ever effective. In some the requirements are so gen- 
eral or indefinite as to be practically meaningless; in other in- 
stances unnecessary or absurd requirements render valueless 
many of the reports made thereunder. An illustration of this 
point is afforded by the provision for a fixed date, such as the 
thirty-first of December, upon which the accounts are to be made 
up, and yet regardless of the fact that climatic, trade or other 
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business conditions preclude the possibility of all corporations 
adopting a uniform date upon which to close their accounts, and 
that there has never been advanced any really practical reason 
why they should do so, our legislators seem prone to believe such 
a requirement to be essential. In Pennsylvania the law requires 
every corporation to render to the state authorities a report of 
its financial position as of the first Monday in November in each 
year, which obviously is utterly impracticable. The New York 
law adopts the thirty-first of December as a fixed date but estab- 
lishes no penalty for non-compliance. And finally the Federal 
Government in the Corporation Tax law, now so much under 
discussion, also makes December thirty-first a compulsory date. 

Of all the states, I believe only one, to be referred to later, 
makes any attempt to secure an independent verification of the 
accounts submitted either to the state or to the stockholders, and 
when it is remembered that a balance sheet of a large corporation 
is perhaps quite as much an expression of opinion as it is of 
finally ascertained fact, the omission to insure that all such ex- 
pressions whether of opinion or of fact, are both unbiased 
and intelligent, is a serious weakness in any law dealing with 
the regulation of corporations. The plain truth of the matter is 
that the states have looked upon the corporations as a source of 
state revenue with small thought of the responsibility of the state 
to the creditors and the security holders of the corporations so 
freely created. That the state had any responsibility to its citi- 
zens in respect to corporations organized under its laws appar- 
ently received no fit measure of recognition until a few predatory 
corporations forced the subject upon the public attention, and 
even yet little has been accomplished under state laws to remove 
the opportunity for grave abuses. A spirit of resentment, how- 
ever, has been aroused that has manifested itself in all sorts of 
retaliatory measures aimed at the innocent and guilty indis- 
criminately, but this wave is passing and I venture to hope that 
the hour is approaching when the subject of the control of cor- 
porations can be discussed dispassionately and in the light of 
the facts rather than in that of fine spun theories. 

Fortunately we have in our own country one state that has 
gone a long way in the right direction, and in Massachusetts all 
other states can find the beginning of a proper form of corporate 
control. Even here, though, the law is incomplete in its require- 
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ments in respect to the issuance of a prospectus disclosing the 
relation of the vendors to the new corporation and revealing the 
terms of every material contract entering into the formation of 
the company. In like manner, while the Massachusetts law pro- 
vides for the publication of annual accounts, and for their audit 
in all cases of corporations having a capital stock of $100,000 or 
over, by an independent auditor elected by the stockholders, 
through the lack of a penalty provision a corporation so desir- 
ing can elect an incompetent or irresponsible auditor, who, for a 
modest fee, will pass the accounts. It has been hinted for in- 
stance that corporations have been known to secure the services 
of an elevator operator in this capacity. Such examples are, of 
course, exceptional, but it is for just these exceptions that the 
restraining hand of the law is needed. 


It is thus certain from what has been said and from an exam- 
ination of other features of which there is not now time to speak, 
that there exists a most unfortunate lack of uniformity in our 
corporation laws, and that all of these laws make little or no 
provision for effective control. Attention is now being directed 


to the question of a Federal incorporation act, but it is by no 
means assured that such a law will be enacted, and even if it is, 
the majority of corporations may continue to operate under state 
charters, so that regardless of any Federal law that may be 
passed, it is important that the corporation laws of the states 
should be substantially uniform and should provide for an ade- 
quate measure of effective control. Moreover, a Federal Incor- 
poration Law, if it is to improve the present situation, must estab- 
lish some means of control, which if adequate and reasonable in 
its terms, might very well serve as a model for the states. 

A form of control that is attractive to many people, especially 
among those who do not bother overmuch about facts, is through 
a governmental department or bureau that, like the old time 
schoolmaster, will maintain order and mete out summary punish- 
ment to all offenders. This, like many another beautiful theory, 
does not amount to much in practice. Whenever they so desire 
the corporations will find little difficulty in evading any such form 
of control while the cost to the taxpayers of maintaining the 
necessary army of examiners is appalling. A recent statement 
by Senator Root asserts forcefully that the Government is not 
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prepared to enlarge in this manner the scope of its activities, and 
there is no evidence for believing that the states could do so suc- 
cessfully. 


Concretely then, what should our corporation laws uniformly 
require in order that a reasonable and yet adequate measure of 
control of corporations, both great and small, be secured? Ob- 
viously an answer to this question can only be broadly outlined 
upon the present occasion, but I believe the solution will be found 
in the direction indicated by the Massachusetts statute already 
referred to, and more fully worked out to a logical conclusion in 
the English Companies Act of 1862 and its various amendments, 
particularly by the Acts of 1900 and 1907. The provisions of 
these laws that are of interest in connection with our subject are, 
first, those relating to the safeguards thrown around the offering 
for public subscription of the securities of a corporation, and 
secondly those pertaining to the continued control of the corpora- 
tion after its organization. 


Every offering to the public of the securities of any present or 
proposed company must be done through the medium of what 
is known as a prospectus which must be signed by every person 
named therein as a director, and when so executed it must before 
publication be filed with the Registrar of Joint Stock Companies. 
The prospectus must reveal every material fact relating to the 
flotation in questions, some fourteen points being specifically 
mentioned in the Act. Among these are: 

(a) The amount of the subscription to the securities by each 
of the signers of the prospectus. 

(b) The securities (if any) issued during the preceding two 
years and the consideration received therefor. 

(c) The names and addresses of the vendors of any property 
acquired, or proposed to be acquired by the company, good will 
being shown separately, and the kind and amount of the consid- 
eration paid or to be paid therefor. 

(d) The amount paid or to be paid for preliminary expenses, 
promotion fees, and as commission for placing the securities. 

(e) The dates and parties to every material contract, and 

(f) The full disclosure of the nature and extent of the inter- 
est, if any, of each director in any property acquired or to be 
acquired by the company. 
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After a company is organized under the Act, it must disclose 
its financial position to its shareholders at least annually, and to 
protect their interests the latter are required to elect an auditor or 
auditors quite independent of the Board of Directors, who at all 
times shall have access to the accounts and records of the com- 
pany, and be entitled to require from the directors and officers 
any necessary information or explanation, and who shall report 
to the shareholders at each annual meeting— 

(a) Whether or not they have received all the information 
and explanations they have required ; and 

(b) Whether, in their opinion, the balance sheet referred to 
in the report is properly drawn up so as to exhibit a true and 
correct view of the state of the company’s affairs, according to 
the best of their information and the explanations given to them, 
and as shown by the books of the company. 

Every balance sheet issued by a company must be signed by 
two of the directors, and the auditors’ report or a reference 
thereto must be attached, and upon any failure so to do a suitable 
penalty is provided. 

In like manner, the auditors, who, with rare exceptions, are 
practicing public accountants, having ample authority, are held 
to a strict accountability, and in the few instances that have oc- 
curred where, through complaisancy or lack of reasonable skill 
on the part of the auditors, a false balance sheet has been pre- 
sented, resulting in a loss to the creditors or the stockholders, both 
the directors and the auditors have been severely punished. 

There are numerous other features of the English law that 
are worthy of careful study, but the foregoing references will 
give a general indication as to its provision with reference to con- 
trol and regulation. Under it English companies have multiplied 
and prospered. The securities of established businesses have a 
stable market and investors are protected from false rumors and 
insinuated half truths that so often work injury to the investor 
in American securities. At the same time new and speculative 
ventures, which while involving a higher risk of loss have often 
proved the means of progress, are not necessarily restricted. In 
brief while speculation is not prohibited, the dice must not be 
loaded. 

Everyone familiar with the subject has noted that a rapidly 
growing number of the best American corporations conduct their 
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affairs according to standards that are in practical conformity 
with the requirements of the Companies Act of England, thus 
demonstrating that the form of control embodied in this law 
which merely gives legal authority to good established business 
custom in that country would be equally applicable to American 
conditions. It is significant also that probably without exception 
the corporations whose courses of conduct have been made the 
subject of severe criticism within the past few years have failed 
to follow a policy in accord with the principles just outlined. 

It may fairly be added that such abuses as have been proved 
against these corporations would, in a large measure at least, 
have been prevented had the offenders been subject to the control 
laid down by the English laws or those recommended for this 
country by the Industrial Commission, and in the proposed New 
York Companies Act of 1900. 

The present chaotic condition of American corporation laws 
is a serious hindrance to business progress, and the lax provisions 
in the various state laws have been at ieast a contributing cause 
of the loss of untold fortunes. The remedy should have uniform 
application, and to be successful must be founded upon sound 
business practice and experience. 








The Public Accountant and the Corporation Tax.* 
By J. H. Krnewit, C. P. A. 


Under the interpretation given to this law by the Attorney- 
General of the United States in the course of his correspondence 
on the subject with a number of leading members of the Ameri- 
can Association of Public Accountants, which correspondence has 
been laid before the members of the Association, there would have 
been occasion for the services of every qualified public accountant 
in the land—and then some—if an earnest effort had been made 
by the corporations of the country to extract the information re- 
quired by this interpretation of the law from the accounts kept 
by them in the usual and regular conduct of their business. Hence, 
the gentlemen who took the trouble to call the attention of the 
head of the Department of Justice to the manifest incongruities 
and impracticable features of the law, and received such scant 
courtesy for their pains, cannot be accused of selfish motives in 
their endeavor to have the law so framed or interpreted as to 
conform to a reasonable extent to the actual conditions of business 
throughout the country, and of the methods of accounting there- 
fore practiced by the corporations affected by the laws in question. 

However, under “Regulations No. 31, United States Revenue,” 
copies of which are furnished with the forms now being sent out 
to the corporations from whom returns are required under the 
law, signed by the Commissioner of Internal Revenue, and ap- 
proved by the Secretary of the Treasury, the Corporation Tax law 
is interpreted in accordance with its evident intent and purpose, 
rather than literally as by the Attorney-General. Under the ver- 
sion of the latter gentleman, if sustained, limiting the operation of 
the law to the net income ascertained by deducting from the 
gross income actually received during the year, the total 
expenses actually paid during the same period, it would be 
quite possible for any corporation having on hand at the close of 
the year a less amount of actual cash than at its beginning to claim 
exemption from the payment of any tax whatever, no matter how 
great the total profits for the year, as evidenced by the surplus of 
assets over liabilities at the close of the year as compared with the 
same items at the beginning of the year, might have been. 


“Read before the meeting of the Colorado Society of Certified Public Accountants, 
January 12. 
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The Attorney-General insists, in the beginning of the third 
paragraph of his letter of July 12, that “the proposed law does not 
impose a tax upon ‘profits’ but upon ‘the entire net income over 
and above five thousand dollars received.’” On the other hand, 
the regulations of the Internal Revenue Department recognize 
throughout the identity of income received, as specified in the 
law, with profits earned as understood and applied by business 
men generally, and provide for reference to inventories and other 
entries than those pertaining to purely cash transactions for the 
ascertainment of such profits. These regulations appear to be the 
work of a practical accountant and doubtless have the approval 
of the Solicitor of the Treasury Department, whose authority in 
matters pertaining to that department will naturally take preced- 
ence over that of the Attorney-General. 

Therefore, while some concerns whose interests might be fav- 
ored, for the first year at least, by the view of the law taken by 
the Attorney-General may endeavor to make their returns and 
payments in accordance therewith, and others may endeavor to 
resist its enforcement on constitutional or other grounds, the com- 
petent public accountant will have no great difficulty in assisting 
his clients whose books have been kept in accordance with recog- 
nized principles to make the returns required by the law for the 
calendar year of 1909 as directed by the Commissioner. 

Where the fiscal year of the corporation making the return 
closes with the calendar year, and the books have been closed with 
all adjusting entries required by the nature and extent of the busi- 
ness properly made, the work will ordinarily be quite simple. 
Where the fiscal year ends at some other date, but a substantially 
correct inventory has been taken as of January 1 or December 31, 
or can be arrived at from the data at hand, it should be compara- 
tively simple. 

Where, however, as is frequently found in the case of more 
or less “close” corporations, and sometimes of those having a large 
list of stockholders, the accounts have been loosely kept and inven- 
tories and adjusting entries largely or wholly ignored, the making 
of the required returns will be, even with the best intentions, 
largely a matter of estimate and guess work. The competent 
and experienced accountant will, however, even here not have to 
grope entirely in the dark, The regulations governing the returns, 
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while recognizing that inventories may not have been taken at the 
close of the year 1908, and providing for approximate inventories 
as of that date, infer that such inventories will have been taken at 
the close of 1909, where necessary to ascertain the gross income 
up to that time. They would also be necessary as a basis for the 
calculation for the following year, on the supposition that the tax 
will be made continuous. Hence, where a public accountant is 
called in to prepare or certify the return for 1909 in cases where 
an inventory should have been taken, and has not been, he should 
insist upon such an inventory being made at the earliest possible 
moment, and the amount of the inventory as of December 31, 
1909, should be ascertained as nearly as possible therefrom, and 
from all other available data. With this as an important factor in 
the problem, an experienced and skillful accountant should be able 
to construct from the other available data if the accounts have 
been kept correctly, even if unskillfully, an approximate inventory 
for the beginning of the year, as required by the regulations, and 
compute the gross and net income for the year. To do this, how- 
ever, he will ofteri have to take into account the financial results 
of the business for some time previous to 1909, and sometimes for 
its entire history. 

While the regulations of the Commissioner clear away many of 
the difficulties raised by the literal rulings on the law by the 
Attorney-General, there still remain a few points on which a lit- 
eral ruling would be liable to work great hardship in some cases, 
and which do not seem to be covered by the regulations. The 
principal of these is the limitation in the law of the deduction for 
interest to “the amount of interest actually paid during the year 
on its bonded or other indebtedness to an amount of such bonded 
and other indebtedness not exceeding the paid up capital stock.” 
The object of this provision is evidently to guard against a dispo- 
sition, which might develop in the case of the law being made 
permanent, to issue the greater portion of the capital of corpora- 
tions in the shape of bonds rather than of stock, thus evading the 
payment of taxes on a larger portion of the net income. 

In practice, however, this provision imposes a greater burden 
upon the stockholders in corporations whose capital stock has been 
issued upon a conservative basis, than upon those wherein the 
stock is largely inflated, or “watered,” and this certainly does not 
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appear to be good public policy. It also raises, and does not 
answer, a question as to whether or not the undivided net earnings 
or surplus of a concern, reinvested in and actually used as a part 
of the capital stock of the enterprise, can be considered as included 
in the paid up capital stock where the indebtedness may exceed the 
par value of the outstanding stock, but not the total stock and sur- 
plus. If not, a stock dividend to the full amount of the surplus 
would appear the only remedy; but one that should not be neces- 
sary. It would certainly be a hardship if a company honestly 
capitalized and conducted, and finding it necessary, or desirable, 
to incur indebtedness in excess of its paid up capital, be obliged to 
pay in addition to the stipulated interest on such indebtedness, a 
tax of one per cent. to the government on all the interest paid on 
the excess indebtedness over its capital stock. Again, where such 
interest is paid to banks or other corporations, which are obliged 
to include it in their returns of gross income, it amounts absolutely 
to double taxation and could probably be defeated, if not the 
entire law, on that ground. 

An extreme, but possible, case would be that of a company 
with a paid up capital of, say $100,000, engaged in the legitimate 
purchase and shipment of grain. One of its principal items of 
expense is interest on money borrowed for spot cash purchases, 
and secured by bills of lading or warehouse receipts on grain 
worth but a small margin over the amount borrowed, the total 
of which may be at any time many times the paid up capital stock 
of the concern. While this business is entirely legitimate and con- 
servative, the margin of profit, as well as of risk, is usually so small 
that a tax of even one per cent. on the interest paid on borrowings 
in excess of its paid up capital, would, in addition to its other 
expenses, prove a serious and unwarranted, if not an unbearable, 
burden. It might possibly be evaded by calling the interest paid 
“exchange,” and reporting it as expenses and not as interest, or 
by taking the ground that the amount borrowed on pledge of the 
property purchased therewith is not indebtedness of the concern 
within the meaning of the law. Buch such evasions are not to be 
encouraged and should not be necessary. 

Again, it is a common practice with railway companies or other 
common carriers, to lease the property of other carriers, paying as 
the principal, or only rental therefor, the interest on the outstand- 


251 





The Journal of Accountancy. 


ing bonds of the lessor. So long as such interest has been entered 
in the books and reports of the lessee as “rental” it could, under the 
law, be deducted as such (see paragraph third, section fourth, of 
the law). If, however, the payment has been (inadvertently or 
otherwise) entered as “interest,” and especially if the bonds have 
been guaranteed or assumed by the lessee and thereby become 
part of its total indebtedness in excess of its paid up capital stock, 
the deduction of the amount might be disallowed by the Collector 
or Commissioner of Internal Revenue, although it is plainly a pay- 
ment “required to be made as a condition to the continued use and 
enjoyment of property.” 

There are other interesting questions arising under the law, 
such for instance as to the computation of net income for the 
year in the case of contracts completed and settled for during 1909 
but on which most of the actual expenditure has been made during 
the previous year or years; also on contracts commenced during 
1909, and promising at its close, large profits but which may in- 
stead show a large loss before they are finally realized on. 

I imagine, however, that the foregoing will furnish ample text 
for our discussion during the rest of the evening, and would pre- 
fer to hear the views of those present thereon rather than attempt 
anything further. 





The Electric Railway Auditor, His Duties and 


Relation to the Organization. * 


By W. B. Brockway. 


The following question was recently proposed by the operat- 
ing president of one of the large street railway companies: 

“Is the head of the accounting department of a street railway 
simply a recorder of figures, showing certain results and facts, 
or should he be generally informed on physical conditions of the 
road, and what should be his relationship with the heads of the 
operating departments ?” 

Probably the first thought we should accept as we approach 
the consideration of the subject, is, that owing to the fact of our 
being accountants and in a convention of accountants whose 
duties and relationship are under scrutiny and definition we 
should make every effort to put away all bias, that we may 
actually see ourselves and our work in the proper light. If this 
is done we may be able to reach conclusions which will be of 
value. 

Owing to the contraction of system into more direct methods 
which must exist on the smaller roads, a reply applicable to the 
road having annual gross revenue of $100,000 would not be as 
exact when applied to the road whose revenue extends to many 
millions of dollars annually. While recognizing that the prin- 
ciples of accounting are the same for all companies, if must be 
remembered that the officer having charge of the accounts of the 
smaller company has not assistance to relieve him of much office 
and bookkeeping details, so that he must perform them himself. 
On the other hand, the auditor of the larger company, although 
carrying out in greater quantity the same principles of accounting, 
does much or all of the same work through the medium of assist- 
ants. 

The administration of the smaller company usually requires 
much less information than does that of the larger in carrying 
out the operating policy of the company, a condition which re- 
lieves the accounting department of many of the duties which 
the same department of the larger company has to perform. The 


* A paper read before the American Street and Interurban Railway Accountants As- 
sociation, at its recerit annual convention. 
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reason for this is that the heads of the operating departments of 
the smaller company do less through assistants, or have none at 
all, and are thus brought into direct contact with things as they 
occur. They know conditions and facts by observation without 
the use of many formal reports. The same work, as the com- 
pany gets larger, is done more and more by assistants, making 
the use of many reports and statistics to heads of the operating 
departments imperative. 

This illustrates why methods must vary with the size of the 
company. The heads of the different departments of the larger 
companies find less time to do the detailed work because their 
time is occupied with determining general principles and with 
matters of larger importance. In fact, it is vital that the heads of 
the departments of a large company should not have their time 
filled with routine detail. 


However, while the work of the officers at the head of the 
various departments differs with the size of the company, in 
essence it remains the same, except that the smaller companies 
have less departments, so that the work of each officer is more 
diversified. Nevertheless, the work of the accounting depart- 
ment must be done in approximately the same manner and always 
with the same care. 


Accepting this as a general outline of the situation on an elec- 
tric railway system, we may use it as a basis to consider the 
above question which may be separated into three slightly ampli- 
fied questions : 

1. Is the head of the accounting department of a street rail- 
way simply a recorder of figures (a bookkeeper) showing certain 
results and facts? 

2. Should he be generally informed on physical (and all 
other) conditions of the road? 

3. What should be his relationship with the heads of the 
operating departments? 

As the questions do not wholly cover the situation, the follow- 
ing are added to be considered in order with the above three: 

4. What should be his authority over the accounts of the 
company and over the sources of information from which the 
accounts are made? 

s. To what officer should he report and receive instructions ? 
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6. To what extent is he responsible for the accuracy of the 
accounts ? 


1. Is the head of the accounting department a bookkeeper 
only? 

This question is frequently asked and probably will continue 
to be asked until the generation that have seen the step from 
partnerships to corporations have passed away. The words used 
in the question “head of the accounting department,” shows that 
a department has been created for accounting purposes and that 
as a department it has as a head some one with a title of auditor 
or some other similar official designation. It also implies the 
assistance of clerks to do some of the work for, or of, and report 
to, the head of the department. To carry the thought a step 
farther, it implies that the head of the department is probably 
by experience or knowledge, but certainly by authority superior 
to the clerks. Hence he is by his duties more than a recorder of 
figures because there is more than that to do. 

The bookkeeper of the old partnership came close to being the 
auditor of to-day in this, that by his responsibilities he knew the 
most intimate matters so far as they were disclosed in the records 
of the firm. But there were rarely many partners and the ac- 
counting system needed to be only as much or as little as would 
satisfy them. He it was who kept the books because their con- 
tents were most confidential, therefore, that work was not trusted 
to a subordinate. Nowadays, with the numerous supervising 
commissions, both State and National, with the annual reports 
published and spread broadcast, the former secrecy has passed. 
Anyone with a knowledge of bookkeeping and some experience 
with the system used by the company can now write the record 
of the accounts in the books, but it is quite a different thing to 
keep the books. Good illustrations of the idea I have in mind 
as to the difference between the auditor and the bookkeeper are 
the relations existing between the architect and the draftsman, 
and between the bank cashier and the bookkeeper of the bank. 
The former of each of these prescribes the methods and approves 
the work done under directions by the latter. 


Another thing that has caused the change is consideration of 
the rights of a large number of stock and bondholders, where pre- 
viously the few partners were the only ones to be considered. 
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This has caused an entirely different system of detail accounting, 
much of which is statistical, and has brought forth an accountant 
who is more than a bookkeeper. In addition to his knowledge of 
accounting he must be something of a statistician as well as a 
deviser of systems for the accurate and economical handling of 
all matters connected with the accounts and the statistics. The 
other qualifications he should, and in many instances must have, 
are numerous and the more he has the more valuable he is to his 
company. I am rather fully on record in regard to the qualifica- 
tions of a railway accountant, so I shall not repeat my views here, 
but will summarize only by saying that the more he knows of 
accounting, law, general business, operation, construction, manu- 
facturing, analysis and human nature, and the more tact, individu- 
ality, originality and common sense he has, the better railway 
accountant he will be and the greater the importance which will 
be placed both upon him and his department. 


2. Shall he be generally informed on the conditions of the 
road? 

With reference to the second question, it occurs to me that 
some years ago this association issued a little bookiet in explana- 
tion of the association, in which emphasis was placed upon this 
sentence: “Accounting to-day is more than keeping books.” It 
was with this subject in mind that the sentence was written, and 
it is more true to-day than then. 

It would seem that with a little consideration the question 
would almost answer itself. For instance, it is trite to say that 
the more a person knows about the details of his business the 
better he can perform his part of it; therefore, the more informed 
an auditor is about the “physical and other conditions of the road” 
the more intelligent his accounting methods and results will be. 


Assume an auditor to be well up on accounting but without 
knowledge of the physical part of a railway. Assume further, 
that the distribution of construction expenditures is made by the 
engineer who, by a transposition or by any error, charges a gen- 
erator to electric equipment of cars. The auditor who knows 
accounting but not the make-up of a power house, is liable to 
pass that distribution into the wrong account. He cannot make 
any headway if he must refer to his classification for every dis- 
tribution. Some things he must know and know promptly. 
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An annual audit of the accounts may not help the matter any 
because, unless the professional auditor who examines the ac- 
counts is familiar with the physical property of a railway he, too, 
will be liable to let the error pass undetected. 

In connection with the general information which an auditor 
should have, permit me to point out one of his troubles. Few of 
the heads of the operating departments have any extended knowl- 
edge of accounting. This condition frequently results in a source 
of confusion to both the operating heads and the auditor. He is, 
or should be, most willing to furnish them with any information 
he can get out of his accounts. But owing to their unfamiliarity 
with accounts misunderstandings of their requests will arise unless 
he knows something about their work and about the physical and 
other property of the company. When thus equipped he is able 
to approach the matter from their point of view. 

It is not my intention to say that the auditor should be expert 
in the work of the other departments, but he should be “generally 
informed” so that he may understand what his duties require of 
him. 

There is no doubt in my mind that the auditor will be a better 
auditor and a more helpful one if part of his time is spent away 
from the office with one of the heads of the operating departments 
just to see how the property moves and what is done before the 
reports come to his office. When he has become familiar with the 
work of the other departments their reports to him will mean 
activities as well as figures, and his own reports will be more intel- 
ligent to him. 

3. What should be his relationship with the heads of the 
operating departments? 

The relationship of the auditor with all officers and employees 
of the company should, of course, be cordial and sympathetic. 
They are all working to the same end, but by different means, 
therefore, if the best results are to be obtained for the company 
the relationship throughout the organization should be as nearly 
single-minded and as mutually helpful as possible. 

The most important part in the relation of the officers to one 
another is that taken by the president to whom every one reports 
directly or indirectly. His tactful handling of the organization 
will usually keep the various departments in harmony. 
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Did you ever stop to think what a small amount of the infor- 
mation contained in the books originates in the auditor’s office? 
The original sources lie outside the office—on the road, in the 
shops, in the power houses and the barns, at every place where 
there is a man or a machine at work. And it comes, most of it, 
from men whose movements are directed by the heads of depart- 
ments who do not themselves report to the auditor. 

Even with a well defined system of accounts, it will always be 
found that the information which reaches the auditor’s office will 
be, in a measure, colored by the relations existing between the 
head of the originating department and the auditor. The men 
absorb and reflect the feelings of their superior officers. An un- 
guarded remark, an unconsidered bulletin, a curt letter, discloses 
friction and produces information cut on the same bias. On the 
other hand, the feeling to do all things needful will spread under 
the leadership of men in harmony with the rest of the organi- 
zation. 

It is only under such cordial relations that the accounts pos- 
sess their maximum value. It is only then that the strict letter of 
the system is disregarded and that more information is tendered 
than is asked for in order to make the situation clear to the 
auditor. 


I do not think it is the auditor only who should be conciliatory. 
The accounting department occupies a peculiar position, as it is 
the only one that touches all the activities of the other depart- 
ments equally. It is the duty of this department to record facts 
without favor. The auditor cannot order a car put into service, 
nor can he take one out. He cannot order more or less power. 
He cannot say whether the tracks shall be of one style of con- 
struction or another. But he must keep his accounts so that the 
effect of the orders given by those upon whom these duties 
devolve shall be evident. He is keeping the history of the road 
for the benefit of those who own as well as those who operate it. 

The above remarks are almost an introduction to the consid- 
eration of the fourth question. 

4. What ts his authority over the accounts of the company and 
of the sources of information from which the accounts are made? 

While all of the six questions mentioned at the beginning of 
this paper are important to the proper consideration of our sub- 
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ject in its relation to the auditor himself, it seems to me that this 
question is of especial importance to the company. That is to 
say, upon the answer to this question rests very much of the 
value of the reports of the company, assuming, of course, the 
auditor understands his work. 

I have just said that much of the information compiled in the 
auditor’s office does not originate there but that it comes from 
those connected with the other departments over which the audi- 
tor has no authority. Does it follow, therefore, that the other 
departments may or should furnish only such information as 
they please, or in their own way, or when most convenient? 

I think a brief consideration will convince any one that such 
a plan would not be satisfactory. In the first place, it is plain 
that a system must be followed carefully in order that the neces- 
sary monthly and other statements can be made by the auditor. 
This means that, as he is the officer charged with the keeping 
of the accounts, upon him devolves the carrying out of the sys- 
tem of accounting. 

The accounting department, having equal contact with every 
other department, considers the information it receives from 
all departments of equal importance. Delay in receiving reports 
will so delay the finished work of the accounting department that 
its machinery or system is immediately put out of order. It fol- 
lows, then, that some means must be provided to guard against 
interruptions from this source. Such a safeguard can be effected 
by an arrangement by which that part of the work of employees 
of other departments, which relates to the accounting department 
should be made directly subject to the orders of the auditor. 
While, of course, the auditor does not have the right of assign- 
ment or the power of dismissal of the employees of other depart- 
ments, he should have some control over the method of preparing 
accounting information and the manner in which it should come 
to him. 

This safeguard is so universally recognized that the large in- 
dustrial corporations place representatives of the accounting 
department in each mill or locality. In those corporations whose 
practice I have investigated I find that such representatives are 
charged to report any and all information required by the auditor, 
whether it is connected with the usual order of the accounting sys- 
tem or not. 
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As the statistician of the company the auditor may also ask 
for any information of an unusual nature. In this connection it 
is exceedingly difficult to define where the line lies between 
routine and other matters. To the auditor and his work very 
much is routine which may be exceptional in other departments. 
Certainly his investigations lead him to make many statements 
and comparisons that are unusual, but for the time being neces- 
sary, so that if a line is drawn beyond which he cannot go in 
obtaining information he ceases to be all an auditor should be 
and all that his title means. 


5. To what officer should he report and receive instructions? 


There was a time when this question would have been an- 
swered differently than now; but to-day the answer is almost 
universal that he should report to the president or other chief 
executive officer. In the case of one of the largest companies in 
America he reports to the chairman of the board of directors, 
while in one, at least, of the large steam railroads the auditor is 
responsible to the board itself. 


These plans permit the executive to be placed in immediate 
contact with the accounts and the statistics, instead of at arm’s 
length through other officers. It has happened when records 
were under the control of a minor executive or an administrative 
officer that they weré so presented that actions which were sub- 
ject to criticism were obscured. In other words, such an arrange- 
ment offers the opportunity to “make a record.’ It is also equiv- 
alent to the practice, which no company should permit, of having 
the clerk who keeps the record of payroll time, also act as pay- 
master. 

It is not necessary here to recite any further reasons why the 
auditor now reports to the chief executive, except to explain that 
much greater importance is placed upon the accounts of a cor- 
poration than has been customary. This has individualized the 
department so that it, together with the secretary, treasurer, gen- 
eral manager and general counsel, are now directly under the 
control of the president. 

Wood, in his “Modern Business Corporations”—which is 
written from the standpoint of the lawyer—says, in writing of 
the auditor of a corporation: “He should not be a partisan of any 
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stockholder or group of stockholders, and should be the most 
independent employee of the corporation.” 

6. To what extent is he responsible for the accuracy of the 
accounts? . 

There are two views to this question. The one taken by the 
promoter is that the auditor is to keep his records in such a man- 
ner that plausible and optimistic reports may result. The second 
is that of the investor, who wants the truth, whether it be favor- 
abe or unfavorable. 

This question has frequently been discussed, and books on 
accounting nearly all mention some phase of it. The law recog- 
nizes its importance and has passed upon it, and now, under the 
revised Interstate Commerce Act, the auditor is made personally 
responsible for the accuracy of the accounts. Please note the 
word accuracy (it does not mean plausibility), which places upon 
the shoulders of the auditor a responsibility he must face and he 
must have the authority to face it successfully. 

Prof. Henry C. Adams, in charge of the Bureau of Statistics 
and Accounts of the Interstate Commerce Commission, presented 
a paper at the annual meeting of the American Association of 
Public Accountants in October, 1908, entitled “Railway Account- 
ing in Its Relation to the Twentieth Section of the Act to Regulate 
Commerce,” in which he said that his paper was not a “theoretical 
discussion, but rather a practical consideration” of transportation 
accounts, “in view of the somewhat unusual powers conferred 
upon the Interstate Commerce Commission.” In the conclusion 
of his paper are these words: “Were there time, I should like to 
comment upon that phrase in the accounting order of the Com- 
mission which holds the accounting officer personally responsible 
for the enforcement of the accounting rules laid down. * *” [ 
regret his paper did not include this further consideration of his 
subject that I might quote it here. It would be exceedingly inter- 
esting and a valuable part of the subject we are considering. 

At any rate, from this it will be seen that direct responsibility 
is placed upon the auditor by the Interstate Commerce Commis- 
sion ; therefore the auditors of roads doing an interstate business 
must face the responsibility, whether the method of company 
organization allows for it or not. As no one should have respon- 
sibility without authority, those few roads where the direct author- 
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ity over the source of accounting information does not now rest 
with the auditor will no doubt soon change their methods. 


As a summary I believe any consideration of the subject or any 
attempt to answer the above questions must be qualified by the 
personality of the auditor and the size of the company. 

I have placed the personality of the auditor first because 
if he is properly equipped, not with experience only, but with 
everything else comprehended in the word personality, he can 
build up a successful system. 

The auditor to-day is very much closer to the president than 
in the early days of electric railroading, but with the improvement 
in his position none of the other officers have lost their import- 
ance. All the departments are positively inter-dependent, al- 
though specialized in their duties, and the whole organization is 
more efficient when recognizing that “accounting to-day is more 
than keeping books.” 





State Administrative Supervision Over Local 
Accounting. 
By Roy Smits, M. C. S. 
(Concluded ) 


6. The Idaho System.—We desire now to take up more or 
less in detail a consideration of two of the more recently enacted 
laws, that of Idaho and of Indiana. We choose these two not 
only because they are new, but also because they seem to be fair 
representatives of two somewhat distinct types of systems. The 
Idaho law was passed in 1905 and the Indiana law in 1909. 

The Indiana system is not only more recent than that of Idaho 
but it is also much more thorough and comprehensive. In fact, 
it is, perhaps, the most carefully prepared and scientifically 
planned system of any now in existence. In Idaho, on the other 
hand, the matter of supervision of local accounting is only a part 
of the duties of the officer in charge. In fact, in this state, the 
function of overseeing local accounts is only a recent addition 
made to the duties of the State Insurance Commissioner. It will 
be remembered, however, that the combination of supervision 
over local accounts with other duties, is true in a number of the 
states which we have been discussing. A similar condition of 
affairs is found in several of the western states, such as Minne- 
sota, Montana, Nevada, New Mexico, the two Dakotas, and 
Wyoming. The Idaho law was modeled very closely after the 
South Dakota law, and may be taken as typical, in a general 
way, of the above mentioned states. Therefore, the Idaho sys- 
tem, in spite of the fact that it is the only one in which the 
insurance commissioner is charged with such functions, is a type 
rather than an exception. 

We have chosen it, largely for this reason, as one of the two 
states whose systems we shall treat at some length. As insur- 
ance commissioner the state examiner of Idaho is appointed by 
the governor for a term of two years, is required to give a bond 
of $10,000, and is paid a salary of $2,400 per year. He is ex- 
officio state examiner, but as such receives only his actual 
expenses. In fact, he is prohibited from receiving any additional 
fees under the penalty of a fine not exceeding $5,000, or imprison- 
ment in the state prison for not more than five years, or both.? 


1 Revised Statutes, secs. 161—169. 
2 Ibid, sec. 185. 
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The duties of this official as state examiner have to do not 
only with local accounting, but also with various state matters.* 
First of all, he is charged with the duty of ordering and enforcing 
a correct, and, as far as practicable, uniform system of bookkeep- 
ing by state and county officers, so as to afford a suitable check 
on their mutual action, and insure the safety and a thorough 
supervision of the funds of the state and of the counties therein.’ 

Besides the installation of systems of bookkeeping the state 
examiner must make various examinations of state and local 
offices. First, he must “ascertain the character and financial 
standing of all present and proposed bondsmen of state and 
county officers.” In the case of the latter he reports the knowl- 
edge gained both to the governor and to the county commis- 
sioners. Besides this, he visits at least once a year all county 
officers and makes a “thorough examination of the books, ac- 
counts and vouchers of said officers,” ascertaining “in detail the 
various items of receipts and expenditures.” At the same time he 
must “inspect and verify the character and amount of any and 
all assets and securities held by county officers on public account ” 
and also “ ascertain the character and amount of any commission, 
fee or other charges for services exacted by such officers without 
warrant of the law.* Thus we see that his powers of examina- 
tion are comprehensive as for county officials. It will be re- 
membered that in the case of some of the states whose systems 
are similar in a general way to that of Idaho, that certain city, 
town, and township officers are also supervised. 

The framers of this law, as in many other cases, desired to be 
more exacting upon county treasurers, and in some instances 
county auditors, than upon the other officers. For example, the 
state examiner is given the authority to require of county treas- 
urers “as often as he shall deem necessary,” “a verified and 
complete statement of their accounts.”* However, in this case 
he may also require other county officials to make “ returns and 
exhibits ” under oath, and in a prescribed form and at prescribed 
times. He is not, however, confined to such method. He 
may also report to the attorney-general or prosecuting attorney 
“any refusal or negiect of county officers to obey his instruc- 

1 Revised Statutes, sec. 171. 

2 Ibid, sec. 172. 

8 Ibid, sec. 174-175. 


4 Ibid, sec. 174. 
5 Ibid, secs. 173-178. 
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tions,” and the county commissioner shall “promptly take 
action.”* The punishment for refusal or neglect to make the 
desired report or for wilful misleading or obstructing the state 
examiner is fixed at a fine not to exceed $5,000, or imprisonment 
not more than five years, or both.’ He has also authority to issue 
subpoena or to refuse to exhibit any books or papers demanded 
of any state, and refusal on the part of any person to obey such 
subjoena or to refuse to exhibit any books or papers demanded 
by the state examiner is punished by imprisonment and fine.*® 
In case of false swearing or false reports the offender may be 
punished for perjury, which limit, in Idaho, is fourteen years’ 
imprisonment.® In such cases as seem to demand special inves- 
tigation the state examiner may report the matter to the gov- 
ernor, who may, “if he deem the public interest to require it,” 
suspend any officer from further performance of duty until the 
affair is investigated, or until security is given for the public 
funds.'° If a county treasurer is found to be a defaulter the 
state examiner reports such defalcation to the board of county 
commissioners who may suspend the treasurer until the shortage 
is made good. 

It seems, then, so far as legal authority is concerned, that the 
Idaho system is fairly thorough in regard to county accounts, 
provided that it be the policy of the state examiner to interpret 
the law freely and to use his expressed and implied powers. It 
is evident, however, that a great deal depends upon the discretion 
of the official in charge. He has the privilege either of making 
his examinations very exacting and thorough even to minute 
details, and of requiring regular and complete reports, or of con- 
sidering his duties in this respect with little sincerity, and execut- 
ing the law with leniency and laxity. 

7. The Indiana system. We desire now to pass to a slightly 
more recent law and to one of a different type from which we 
have just been considering. In Indiana a law went into effect in 
April, 1909, establishing a department of inspection and super- 
vision of public offices. This law was modeled very largely after 
the one enacted by Ohio seven years ago. The state of Washing- 
ton has also during the current year passed a law practically the 


6 Revised Statutes, sec. 176. 
7 Ibid., secs. 180-182. 

8 Tbid., sec. 183. 

® Tbid., sec. 181 and 6486. 
10 Thid., sec. 177. 
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same as the one in force in Ohio. The system that we wish 
especially to consider at this time, then, is one of three now in 
existence. Of the three, the Indiana system seems to be the most 
advanced. Here we have an independent department of state 
government in charge of the supervision, while in Ohio and 
Washington there is only a bureau within the department of 
auditor of state. In the two latter states the auditor of state is 
ex-officio chief inspector and supervisor of public offices, while 
in Indiana there is in charge an entirely new officer known as 
the state examiner, appointed by the governor. The law is silent 
as to the term of this official. He must, however, be a “ skillful 
accountant and well versed in public accounting.” He is to be 
assisted by two deputies, appointed for four years by the gov- 
ernor, and by a clerk, appointed by the state examiner. The 
annual salary of the state examiner is $4,000, of the deputies, 
$3,000, and of the clerk, $2,000.1 Besides these principals there 
are to be other “ field examiners’ appointed by the state exam- 
iner. Candidates for such appointment are to be subjected to a 
practical examination.? It is further provided by this law that 
the governor, auditor of state, and state examiner shall consti- 
tute a state board of accounts.*® 

The Indiana scheme is based upon a complete uniformity of 
systems of both bookkeeping and reporting. The duty of orig- 
inating and installing these systems of accounts and forms for 
reports is placed upon the state board of accounts. 

The statute requires, not only that all account books, reports, 
etc., are to be uniform, but also that they “ exhibit true accounts 
and detailed statements of funds collected, received and expended 
for or on account of the public for any and every purpose what- 
ever, and by all public officers, employes or other persons.” These 
accounts and reports must show in detail the source and disposi- 
tion of all public funds and property. A uniform system of 
vouchers, records, etc., is also to be installed.‘ 

Great care has been taken in Indiana, as also in Ohio and 
Washington, to provide for separate accounts for every appro- 
priation of fund, department, undertaking, institution, and public 
service industry in all municipalities. A complete cost system is 
to be provided for public service industries, so as to show the 

1 Session Laws of Indiana, 1909, ch. 55, sec. 1. 

2 Tbil., secs. 7-8. 

8 Tbid., sec. 2. 


* Ibid., sec. 2. 


266 








State Administrative Supervision over Local Accounting. 


cost of ownership and operation, as well as the income in detail 
from all sources.’ When it is understood that this uniformity 
of accounts applies not only to all public industries and institu- 
tions, but also to all counties, townships, cities, towns, and other 
local districts, we see that the supervision in Indiana is very com- 
prehensive. 

The law, however, is none the less comprehensive in the matter 
of annual reports and annual examinations of all public offices 
than it is in the matter of uniformity. The state examiner is to 
require full financial reports of each year from all counties, towns, 
cities, townships, and school districts in the state. These reports 
are to be made by the local officers on the forms prescribed by the 
state board of accounts. Such reports are to be detailed and com- 
plete, containing statements of costs of ownership and operation 
and of income of public industries, statements of public debt, and 
statements of revenues, etc., from liquor licenses, and statements 
of school funds. The results of all these reports are to be sum- 
marized and tabulated by the state examiner and to be published 
each year, showing, among other facts, a comparison of receipts 
from various sources of revenue, and a comparison of costs of the 
several branches of government for the various classes of munic- 
ipalities.® 

The powers of examination of the state examiner of Indiana 
are briefly stated, but they are very extensive. He is given “full 
power to examine all accounts and all financial affairs of 
every public office and officer On these examinations 
he is to look to the financial condition and resources of all 
counties, towns, cities, townships, and other municipalities. He 
is to see that the laws have been obeyed, and to examine the 
methods and accuracy of the accounts and reports of all public 
offices. 

An interesting feature of the Indiana scheme is that the vari- 
ous local districts are to pay the expense of the supervision of 
their respective officers. The state usually pays these expenses. 
In other cases where the local governments are required to defray 
the costs the proportion is sometimes based upon relative popula- 
tions of the counties and sometimes upon the actual costs of 
supervision.” 


5 Ibid., sec. 3. 
© Ibid., secs. 4 and 5. 
7 Ibid., sec. 14. 
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The Indiana law also provides an interesting example of the 
use of publicity. In section 11 it requires that all fees and salaries 
paid to public officials, deputies, clerks, stenographers, etc., shall 
be recorded in books which shall at all times be open to public 
inspection. In a similar way it requires publicity of the record 
book of fines and forfeitures received by officials, and very care- 
fully provides for complete supervision over the handling of such 
money. 

In Indiana the supervising agents are given somewhat more 
than the usual authority as to enforcement. The law gives them 
the right to enter any public office at any time and to have free 
access to all books, accounts, vouchers, records, cash, securities, 
etc., for the purpose of examination. They may also issue sub- 
poenas for witnesses, compel the production of books, papers, etc., 
and administer oaths. Should any person refuse to obey such 
subpoenas or refuse to testify, the examiner may report the case 
to the prosecuting attorney of the county or judicial district, and 
the officer will prosecute the person according to the state law.* 
The punishment for failure to report, for refusal to be examined, 
for interference with examiners, or for failure to follow the 
directions of the state examiner in regard to the methods of book- 
keeping, is a fine of from $100 to $1,000 and removal from office.® 

Wilful false swearing in an examination is declared perjury, 
and as such is subject to a fine of from $50 to $1,000, or im- 
prisonment for from two to twenty-one years.”” 

In case an examination discloses malfeasance, misfeasance, or 
non-feasance in office on the part of an officer or employe, the 
state examiner is to submit a copy of the result of the examina- 
tion to the governor, and the governor is to report the matter 
to the attorney-general, who will prosecute the delinquent officer 
or his bondsmen in order to recover the misappropriated funds." 

A provision which is unique and peculiar to the Indiana law 
is that for cases of bribery. Any person who bribes, or attempts 
to bribe, the state examiner or any of his assistants in order to 
influence such state officer regarding the performance of his 
duties shall be fined not more than $5,000, or imprisoned in the 
state prison from one to fourteen years, or punished by both. 
This same punishment is prescribed for the examiner who accepts 

* Ibid., sec. 9. 

® Tbid., sec. 10. 


1% Revised Statutes, sec. 2093. 
11 Session Laws, 1909, ch. 55, sec. 9. 
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or solicits any such bribe.1* Also a fine not exceeding $500 or 
imprisonment in the county jail for not less than six months, or 
both, is prescribed for any examiner who may in any way give 
notice of a proposed examination of the accounts of a local 
officer.** 

V. Some REsutts oF STATE SUPERVISION. 


It naturally occurs to us at this point in our paper to inquire 
concerning the results of state supervision. We shall treat this 
part of our subject only in the most general way, giving opinions 
and impressions of those men who are in a position to know 
regarding these matters, rathers than attempting to substantiate 
such statements by facts, which, had we the time at our disposal, 
we feel certain we might easily gather from the reports of the 
various state officials with this work in charge. 

It must be recognized, of course, in this connection, that any 
sort of state supervision over local accounting must of necessity 
bring about an additional expense either upon the state or upon 
the localities. This expense varies in different states, but it may 
be said that, in a general way, it is in proportion to the thorough- 
ness and extent of the supervision exercised by the respective 
states. This increase in expense can be easily determined. On 
the other hand, however, many of the benefits derived from the 
different forms of state supervision are of such a nature that 
they cannot be measured definitely in dollars and cents. There- 
fore, it would be practically impossible, even with a thorough 
investigation, to determine in all cases whether or not the bene- 
fits derived from supervision equal the additional expense caused 
by it. In some instances the best that can be done is to estimate 
in a general way the savings and improvements. 

Nevertheless, in some instances we find certain results stated 
very exactly. The chief inspector and supervisor of Ohio, for 
example, states very definitely the direct results of the work of 
his department. He makes the following summarized statement 
for the period from October, 1902, to February 15, 1909: Find- 
ings for recovery, $1,882,269.48; illegal payments, $515,502.20; 
unclaimed moneys, $73,960.10; making a total for the six years 
and four months of nearly two and one-half millions. This 
amount seems to be some two million dollars above the expense 


of the bureau for the period. It is impossible for him even to 


12 Tbid., sec. 18. 
13 Tbid., sec. 10. 
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estimate with any degree of certainty the benefits derived frorn 
the supervision in the way of prevention of illegal payments, 
misappropriations, etc., of public funds, to say nothing of what 
has been gained through economy resulting from a better under- 
standing of all financial affairs of the local governments all over 
the state. Mr. A. B. Peckenpaugh, deputy inspector and super- 
visor of Ohio, claims that the financial condition of the various 
municipalities of that state have shown a very marked improve- 
ment since the adoption of the new methods instituted under the 
new law. This, he says, is largely due to the information gained 
through the use of improved accounting and reporting systems.* 
That the new system was worth continuing seems to have been 
the opinion of the state legislature in 1906. In that year a bill 
to repeal the law was introduced into the legislature, but failed 
to get beyond the first committee. 

The public examiner of Minnesota, though not so definite as 
the chief inspector and supervisor of Ohio, states that he has 
saved enough money to the local governments by the extension of 
his supervision to include not only county treasurers and auditors, 
but also clerks of courts, county coroners, surveyors, superinten- 
dents, and commissioners, to pay the expenses of the entire de- 
partment.’ 

Mr. R. H. Whittier, writing sometime ago regarding super- 
vision in Massachusetts, says: “ The work of the controller in 
examining and supervising county accounts has proved most 
valuable........ The publicity which his work has secured has 
enabled the public to express a more effective control over the 
officers elected by them than was formerly possible.”* Governor 
Bates, in his message to the Massachusetts legislature in January, 
1903 (page 34), says that good results have been derived from 
the laws in this state providing for a uniform system of account- 
ing under which reports are made to the controller of county 
accounts. He continues by urging the extension of the super- 
vision to include all forms of municipal accounting. 

Mr. J. A. Fairlie writes that the results of supervision over 
local accounting in New York much more than justify the action 
taken along that line.* When we recall that, upon the application 
1 Proceedings of National Municipal League, 1906, p. 221. 

? roth Biennial Report of the Public Examiner of Minnesota, 1902, p. xv. 
* Public Administration in Massachusetts, Columbia University Studies, Vol. VIII, p. 15r. 


* The Centralization of Administration in New York State, Columbia University 
Studies, Vol. IX, pp. 185, 186. 
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of state supervision to cities in New York of the second and third 
class, the state officials found shortages in over one-third of the 
city treasuries of the state, we will, no doubt, be inclined to 
agree with Mr. Fairlie’s statement. 

Governor Richards, of Wyoming, in 1903, not only praised 
the state examiner personally, but said that it was “ difficult to 
estimate the value of this office to the state, county, city and 
school districts.”> That the governor was justified in his state- 
ments can easily be shown by some facts given by Mr. Henderson, 
for many years the state examiner of Wyoming. According to 
his statements the annual expense of maintenance of the counties 
of the state decreased $117,000 from 1892 to 1900, or 3 mills on 
each dollar assessed valuation of property in the state. Mr. 
Henderson claims that frequently by holding a conference with a 
county board of assessment, the tax levy can be reduced as much 
as 1 mill. On account of the careful supervision of the local 
finances the state and county bonds of Wyoming have come to 
have a more ready sale at a lower rate of interest than formerly.® 

The governor of Montana in 1903 referred to the office of the 
state examiner as “one of great usefulness.”* Two years later 
Governor Otero of New Mexico said that “too much credit could 
not be given” to the legislature for the creation of the officer of 
traveling auditor. He went on as follows: “County books and 
records are in a much better condition, and it is now a very easy 
matter to determine the exact financial condition of each county 
in the territory. I would recommend that the present law be 
amended so as to make it the duty of the Traveling Auditor to 
examine the offices of the clerks of district courts, and all other 
offices handling territorial money.”’® 

Thus we see that there seems to be a rather general opinion 
among men in different states who have been in touch with the 
state supervision over local accounting that the results fully jus- 
tify the work. Besides this, it seems to us to be quite reasonable 
that it should be so. In the first place, if local officials know that 
they must each year issue a thorough and complete report of 
their work, which report is to be published in tabular form, com- 
paring it with reports of other officers of the same kind in other 

‘ oe oe “the ona leg Sion of the National Municipal League, 
September, 1900, Pp. 247. 


Message of Governor Toole, January, 1903, p. 25. 
8 Message of Governor Otero, January, 1905 pp. 11, 12. 
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localities in the state, it is only natural that such officials will 
strive to transact the business of the office in the best manner 
possible. Again, if such official is subject to a careful, thorough- 
going examination from an independent and expert accountant 
with full authority to punish for irregularities, he will be inclined 
to exercise more care in his accounts and transactions than he 
otherwise would. Besides, the knowledge that such an examina- 
tion is to be made may often remove any temptation to misappro- 
priate public funds. 

Furthermore, a state official who is in close touch with the 
methods in use in all parts of the state, and possibly in other 
states, and spends his entire time in investigating such systems of 
accounts, may often be able to make some very valuable sugges- 
tions to various local officials, not only as to methods of account- 
ing, but also as to such matters as contracts, public improvements, 
expenses of government, and the like. Also, the comparative 
tabulated reports which supervision makes it possible for states to 
issue are of great value to the city, county, and other local officers, 
as well as to all citizens. By such reports one is able to com- 
pare the administration of his own local officers with that of 
other similar cities or counties. The value of this comparative 
study to those interested in good government can hardly be over- 
estimated. It is, however, almost impossible without uniformity 
in reports and méthods of accounts. 

It is true that an accounting official in a city or county every 
now and then develops independently a very good system of book- 
keeping or a very clear and complete report of the condition and 
transactions of his government; yet without uniformity the 
greater part of the value of such a report for purposes of study is 
lost. Since the classifications of the one official will in all prob- 
ability be different from those of a like official in another city or 
town, comparison is either impossible or is very difficult and 
uncertain. On the other hand, if all the officials of that kind in 
the state are using the same classifications of receipts and expenses 
it is very easy to make comparisons. We need only to glance 
at one or two of the reports issued by some of the state super- 
vising agents to get an idea of their value in this respect. For 
example, one can, by taking a report such as is issued by the 
bureau of statistics of labor in Massachusetts, in a few minutes 
compare the different items of receipts and of payments of a par- 
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State Administrative Supervision over Local Accounting. 


ticular city with the same items in all the other cities of the state. 
By use of the report of the controller of county accounts he could 
make similar comparisons regarding a county. 

Thus we hold that central supervision is one of the things 
which is essential to the better understanding of a large number 
of public problems, and, therefore, to the best advancement of 
many civic, economic and social improvements. 


VI. THe Essentiacs or A Goop System. 

In conclusion we wish only to enumerate some of the short- 
comings of the present systems, and at the same time to point 
out what we consider the essential features of a law establishing a 
system of supervision over local authority. 

It is needless, perhaps, to call attention to the fact that a num- 
ber of states have no supervision at all, while others supervise 
only a part of the local officers. In some cases the supervision 
exercised includes only one or two of the three points of contact. 

As we have previously pointed out, in only two states having 
thorough systems is the chief officer unencumbered with duties 
other than those pertaining to local accounts. In some of the 
less populous states this, perhaps, is not a serious defect in the 
system if the chief officer is provided with sufficient deputies and 
assistants to carry on the work thoroughly. But in the more 
populous states it occurs to us that it would be better to place the 
function of supervision over local accounts in the hands of an 
officer entirely free from other duties. Such officer should be the 
head of a department of government and should be provided with 
an able and efficient force of deputies and assistants. This, at 
present, seems to be only true in a few cases. 

This is an office that should be free from politics. The chief 
officer should not be dependent on the popular vote. If he is so 
dependent he will be tempted to favor local officers for the sake 
of their political support. This should not be the case. The 
chief officer, as well as his associates and assistants, should be 
independent. They should be free to make thorough and fearless 
investigations. Furthermore, the term of office should be at least 
four years. He should have time to become an expert in his 
line, and to become familiar with local conditions. This he 
cannot do in two years. 

The salaries of the head and other officers and assistants in 
this department should be liberal enough to attract the best 
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accountants in the state. So long as the salaries are insignificant 
the states will of necessity be obliged to be content with men of 
only medium ability. Or, should a man of exceptional ability 
accept a state position for the honor, he will usually be able to 
remain in such position for only a short period. 

Furthermore, the supervision, in order to be of the most 
possible benefit to the localities and to the state in general, should 
include uniformity of accounts and reports and also provision for 
frequent and thorough audits of accounts and for periodical exam- 
inations of all bondsmen of liabilities and resources of local gov- 
ernments, of fees of local offices, and of tax levies. The state 
officers should confer with the local officials regarding the letting 
of contracts for improvements, buildings, and the like. 

The state department should print and distribute annual re- 
ports with summarized and tabulated statements, showing com- 
parisons between similar localities of the state. It should be 
made easy for all citizens as well as for officials to compare each 
year’s administration with that of previous years, but also with 
the administration of other similar governments. 

The last point that we wish to mention, but by no means the 
least in importance, is the method of enforcement of the super- 
vision. Besides thorough publicity of the transactions of local 
officials and boards, the state officers should be given ample power 
to carry out the law.- The state examiners should have the power 
to examine witnesses and officials under oath and to compel the 
production of all books and papers. The state officials should 
have the authority to punish any local officer for refusal to submit 
to such authority. 

In case any shortages, fraud, or irregularities are found to 
exist on the part of any officer special report of such fact should 
be made at once to the governor, who should have the power to 
remove such officer until the case is properly tried. Sufficient 
punishment should be provided for officers found guilty. The 
prosecution of such a case should be entrusted not to local 
officials, but to some state officer. 

To sum up, then, we would say that state supervision over 
local accounting should be entrusted to an independent depart- 
ment of the state government. Such department should bc 
manned by a sufficient force of able, well-paid officials, whose 
powers and duties are thorough and extensive. 
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Accounting Terminology. 
By Seymour WALTON, A.B., C.P.A. 









As the readers of THE JouRNAL know, a committee was ap- 
pointed by the American Association of Public Accountants to 
take up the question of terminology, with the hope that there 
could eventually be established a uniform practice in the use of 
terms in regard to which there is at present far from a unanimity 
of opinion among accountants. While this was understood to 
be the principal object of the work of the committee, another was 
developed, which is perhaps not less important, the elimination of 
terms which are, for one reason or another, objectionable and the 
substitution in their place of those which will better express the 
ideas they are intended to convey. 

In the prosecution of this work, the committee hope for co- 
operation on the part of all of the accountants in the country, not 
simply of those who are members of the Association. To this 
end they are invited to criticise the definitions given, to offer what 
they consider to be better ones, and to suggest terms in regard 
to which they wish to provoke discussion. This can be done 
either by writing to THE JOURNAL or to any of the accountants 
on the committee. It is expected that a large number of terms 
will be dealt with in this magazine ; and, if a consensus of opinion 
can be reached, that an authoritative definition of each one will 
be embodied in a report to be submitted to the annual meeting of 
the Association in October, 1910. 
























OBJECTIONABLE TERMS. 





Taking up first those terms which are more or less objection- 
able and for which it is hoped that better ones may be substituted, 
we find that they can be divided into several classes ; those which 
are general in their actual meaning, but which have a restricted 
application when used by accountants; those which are used in 
different senses by accountants ; those which are used by account- 
ants only and are not well understood by the general business 
public; and those which are in common use in Great Britain, but 
have never gained a similar standing in this country. 
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The objection to terms of a general meaning that are used in 
a restricted sense is that misleading statements may be prepared 
by the bookkeeper or officers of a company, that are perfectly 
true when the words are given their general meaning, but are 
false when they are read with the application to them of the 
restricted idea. The following examples will illustrate this. 

Accounts Receivable. Broadly speaking, this term means any 
account that should be collected, whether in cash or services, and 
the bookkeeper cannot be accused of wilful misstatement who 
includes in it the overdrafts of officers and employes, advances 
to traveling men and similar items. Accountants use it in the 
restricted sense of accounts due from customers for goods sold 
them. In regard to this and all other terms of the same class, if 
a restricted sense is intended it is far better to use an expression 
which is in itself restrictive and cannot be made to include the 
items that come under a general classification. Therefore, the use 
of the term Accounts Receivable should be discouraged and the 
buisness public should be educated by the accountants in the use of 
the expression, Customers’ Accounts, or perhaps better still, Trade 
Debtors, since that has the correlative of Trade Creditors to take 
the place of Accounts Payable. If this were done, there would be 
no danger of any one’s including under this heading any mislead- 
ing or objectionablé items. 

Debenture. The broad meaning of this word, as shown by its 
derivation, is a document admitting an indebtedness, and this 
seems to be the sense in which it is employed in Great Britain, 
where it appears to be applied to all classes of bonds including 
those secured by real estate mortgages. In this country it has 
been given a much narrower significance, as a document, usually 
in the form of a bond, that is not secured by any definite assets, 
but is a general obligation of the issuing company. Cole says that 
it is hardly a bond at all, and Rahill calls it an unsecured promis- 
sory note. If this proves to be the view adopted by American 
accountants as the meaning of the word in this country, its use 
by mortgage bankers and others to describe obligations secured 
by the pledge of specific mortgages or other collaterals should 
be deprecated and the use in its place of the more exact term 
Collateral Trust Bond, should be encouraged. 
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VARIED USAGE oF TERMS. 


Treasury Stock. This term is made to cover unsubscribed and 
unissued stock by the American Encyclopedia of Accounting, Cole 
and Keister, and in questions in C. P. A. examinations in several 
states, while most of the authorities agree with Rahill that unsub- 
scribed stock, stock reserved by the incorporators for future sale, 
and unpaid subscribed stock are not treasury stock. 


Turnover. The definitions of this word include such varied 
ones as: Cost of material in goods sold; cost of material and 
labor ; prime cost ; amount of sales. The variation is so great that 
the word conveys no definite meaning unless it is defined when- 
ever it is used. 


TERMS PECULIAR TO ACCOUNTANTS. 


When a word exactly expresses an idea that an accountant 
wishes to convey, its use is to be commended, even though the 
business public is not accustomed to it. Its constant employment 
will eventually make it well known to all. But when a word is 
used that does not exactly convey its own meaning, its use should 
be avoided if possible. An instance of this is: 


Trading Account. Several definitions of this term are given 
in the committee’s report at Denver, which show a great diversity 
of opinion among authorities. To the vast majority of business 
men it has no meaning whatever. To many accountants the logi- 
cal division of the Revenue Account seems to be into tables of 
Manufacturing, Selling, Administrative and Disposition of Profit. 
Those who do not agree with this division into easily understand- 
able elements should either provide a universally accepted defini- 
tion of Trading, or else find some other word which will definitely 
express the idea that it is intended to convey. 


BRITISH TERMS. 


The principal examples of terms that are in current use in 
Great Britain but have not been generally adopted in this country 
are to be found in the questions asked in the C. P. A. examina- 
tions. Among these are: 
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Hire-Purchase. A term which is really more descriptive than 
our Installment Sales or Purchases, but which is so little known in 
this country that it should be defined if used at all. 

Commission. When it is used to cover exchange on drafts. 

Trade Acceptances. The radical change in American business 
methods in the last two or three decades has so nearly eliminated 
the time draft from our ordinary domestic transactions that the 
younger generation has little or no idea of it, and classes the few 
cases that occur as Notes Receivable. 


From these few examples it is hoped that the profession will 
gain an idea of what the committee proposes to do, and that they 
will be able and willing to co-operate to the best of their ability. 
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EDITORIAL 
The New Federal Incorporation Bill. 


The text of the bill to be introduced into Congress to provide 
for the formation under federal laws of corporations to engage in 
interstate and international trade and commerce, appears in an- 
other part of this issue. 

The bill is not intended to apply to corporations doing a purely 
intrastate business and is a voluntary bill; that is to say, a corpora- 
tion doing interstate business is not obliged to apply for federal 
incorporation. It provides that any corporation taking advantage 
of the act is to add to its name the words “National Incorpora- 
tion,” which in practice will no doubt be shortened down to the 
two letters “N. I.” 

The proposed law appears to permit of a company being incor- 
porated without any par value to its capital stock, for while this 
is nowhere expressly stated it will be noticed that wherever a 
reference occurs to the par value it is followed by the words “if 
any.” This provision will perhaps partly meet the contention 
which has often been raised of late years—that it should be possi- 
ble to give stockholders a share in a corporation without any par 
value thereto, and merely representing an interest in prospective 
profits, it being contended that a large part of the so-called water- 
ing of corporation stocks has merely had this object in view. On 
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the other hand, it is doubtful whether the absence of the par value 
contemplated in the proposed law is intended for this purpose, as 
there appears in other sections a distinct prohibition of the issue 
of any stock except for an equivalent in cash or property ; but in 
practice this provision could be avoided by creating a class of 
shares small in number and selling for say $1 apiece and pro- 
viding in the by-laws that this class should be entitled to all sur- 
plus profits in excess of a fixed amount allocated to prior interests. 

A term appears in the bill which is not usual in this country 
(although quite common in Great Britain as a substitute for the 
term “by-laws”), and that is “Articles of Association.” In these 
Articles of Association are to be set forth the following particulars, 
which are those usually contained in Great Britain in what is 
known as the “Memorandum of Association,” viz.: The name 
and place of business of the company; the object for which it is 
proposed that it should be established ; the amount of its capital 
stock, which is to be not less than $100,000, upon which not less 
than 10% must be paid in before the corporation can commence 
business ; the requirement that the subscribers to the articles must 
agree to take not less in the aggregate than the total amount of 
stock specified as that with which the corporation is to commence 
bsuiness, and various other formal provisions. 

Section 7 is important in that it gives any corporation organ- 
ized under the law power to hold not less than a majority of the 
capital stock of a corporation organized under the laws of any 
state or territory and engaged only in the manufacture within 
such state of commodities which the corporation proposes to use 
in its interstate business, such interstate business being apparently 
unlimited except that it may not include anything in the 
nature of banking. Any stock-holding in other corporations 
except as provided above is prohibited. This provision will 
have the effect of legalizing the existence of so-called trusts 
of any magnitude whatever. All that would be necessary 
would be for the trust to incorporate as a federal corpora- 
ation for the purposes of its selling business and to acquire 
51% of the stock of any number of manufacturing corporations 
situated in every state in the country, thereby entirely controlling 
the whole of the production and consequently the whole of the sale 
of that particular commodity. The limitation of such holdings 
to not less than a majority seems to imply that no other invest- 
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ments by federal corporations will be allowed even if it be only 
the investment of a reserve fund in high grade marketable secur- 
ities. 

Section 10 contains power to create two or more kinds of stock 
with the provision, however, that the total amount of preferred 
stock issued and outstanding shall at no time exceed two-thirds of 
the total capital stock paid for in cash or property. This provi- 
sion is vague in that it apparently does not contemplate the possi- 
bility of issuing stock without par value, but with a definite re- 
demption value, as provided for in the same section. 

Section 16 permits a corporation to purchase property by the 
issue of stock but contains a valuable provision to the effect that 
before any such stock is issued a statement must be filed in the 
Bureau of Corporations signed and sworn to by a majority of the 
Board giving a full description of the property in payment for 
which the stock is to be issued, together with the names of the 
vendors and the terms of the agreements, and if the vendors are 
directors or stockholders in the purchasing corporation, their inter- 
est in the sale ; and in particular an appraisal made by two disinter- 
ested appraisers approved in writing by the Commissioner of Cor- 
porations. The section contains a further provision that in case 
any such statement so made is false or inaccurate in any material 
respect the directors shall be severally and jointly liable to the 
purchasers of stock for any damage they may suffer thereby. 
This latter provision might well be extended to include creditors 
as well as stockholders. 

Section 17 requires the filing of reports of conditions as of 
December 31 in each year within sixty days succeeding, in such 
form as the Commissioner of Corporations shall prescribe. This 
section is particularly objectionable in several respects. It re- 
quires every corporation to make up its accounts for the calendar 
year, which in many cases is not only inconvenient and very dis- 
turbing to business, but also in the case of many seasonal 
businesses practically impossible; it leaves to the discretion 
of the Commissioner of Corporations the form in which these 
returns should be made instead of prescribing a form of state- 
ment in a schedule to the act, as might easily be done; and it 
requires the statement to be filed within sixty days of January 1, 
quite ignoring the fact that many manufacturing concerns would 
find it impossible to comply with this requirement, particularly 
those having branches or business in distant countries. 
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The bill should be amended to provide that once in each calen- 
dar year every corporation should file a statement in a form pre- 
scribed in the schedule to the bill and made up to the date as of 
which, under the by-laws of the company, it is required to submit 
a statement to its stockholders, or, in default of any such date, 
then as of December 31. 

Section 19 contains a novel provision that every director shall 
take an oath that he will diligently and honestly administer the 
affairs of the corporation and that he is the owner in good faith 
and in his own right of the number of shares standing in his 
name in the books of the corporation, which shall not be less than 
ten shares, and that the same are not hypothecated or pledged as 
security for any loan or debt. The value of such an oath is prob- 
lematical. It would be perfectly easy for any unscrupulous direc- 
tor to arrange matters so that at the date of making the oath he 
could comply with the provisions of this section and yet the con- 
ditions might be changed immediately afterwards. The section 
seems to be based on the fallacy that you can make people honest 
by passing laws. Such a provision is not required in the case of 
honest directors and would be entirely useless in the case of dis- 
honest ones. 

Section 23 requires that no creation of obligations secured 
by a mortgage of property or franchise shall be valid unless au- 
thorized by the vote of the holders of not less than two-thirds of 
the entire outstanding capital stock of the corporation, and the 
same majority is required in order to authorize the guarantee of 
the bonds of any cther corporation. 

Section 26, while it appears to limit the liability of the stock- 
holder to the creditors of the corporation to the amount unpaid 
upon his stock, seems also to impose a personal liability in excess 
of any such unpaid stock for all debts due and owing to the em- 
ployes of the company other than directors. This is an entirely 
new provision and one that should receive serious consideration. 
It may be suggested that the provision of the California law, under 
which the stockholder is liable for his proportion of all the debts 
due by a corporation on liquidation, is perhaps preferable to the 
special liability proposed to be created under this section for the 
benefit of employes only. 

Section 27 provides that no suit can be brought against any 
corporation organized under the law except in the federal courts, 


282 








Editorial. 


and section 36 provides also that no tax can be imposed under any 
state authority on the franchises granted under the proposed bill, 
while at the same time leaving the state power to levy real and 
personal property taxes. 

Section 28 provides that a corporation can go into liquidation 
and be dissolved by a two-thirds vote of its shareholders, and sec- 
tion 29 provides that it may sell and transfer all of its property 
to another corporation organized under the same law, with the 
previous consent of not less than four-fifths of each class of out- 
standing stock and with the approval of the Commissioner of Cor- 
porations, who is required first to satisfy himself that all the 
creditors of the corporation are satisfied and that the terms of the 
sale and transfer are adequate and just to the stockholders. 

Section 30 gives power to the Commissioner of Corporations 
to appoint a receiver whenever he shall be satisfied that a company 
has failed to pay any of its obligations and is either insolvent 
or of such unsound financial condition as to make its continuance 
in business contrary to the public welfare; and finally section 35 
gives power to Congress to repeal the charter and dissolve the 
corporation. 

The text of the bill as published is in many respects crude, 
and there is no doubt that all these provisions will need careful 
consideration and much revision. 

One important feature in the administration of corporations to 
which no reference is made in the act, is that of an efficient audit 
of the accounts. While there is no evidence in the text of the 
proposed law that it is the intention to create in the Bureau of 
Corporations a body of examining clerks who will themselves 
take up the audit of the accounts, rumors to that effect have 
become current, the tendency of the federal government to take 
up this class of work, for which it is in no way qualified and 
which can only be carried out at a great expense to the com- 
munity, is shown by the extension in this direction of the activities 
of the Interstate Commerce Commission. 

The subject is one of great importance to the community and 
it would seem that every endeavor should be made to restrict the 
work of government departments to receiving reports rendered 
by corporations verified in such manner as may be directed. To 
insure the accuracy of these reports the bill should be amended so 
as to include a provision requiring an efficient annual audit of the 
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account of all corporations registered thereunder by auditors 
elected by the stockholders and approved by the Commissioner of 
Corporations. The annual reports to be submitted by corpora- 
tions should be certified by these auditors and the form of these 
reports should be such that they will not give needless publicity 
to the internal affairs of corporations beyond the point which is 
necessary for the full protection of the public. 


The Ethics of Accountancy. 


At one of the recent round-table dinners of the Certified Public Ac- 
countants of San Francisco, Mr. Norman McLaren, speaking on “The 
Ethics of Accountancy,” said in part: 

In our relations with our clients, we are fortunate in being usually on 
an entirely independent footing. That is one of the compensations of the 
profession and it is an advantage which we possess to such a marked 
degree that instances are not wanting of its having been abused. I was 
reading the other day the published remarks of a bank president about 
bank examiners of a certain class. “Some of them,” he said, “owing to 
defective early training or natural brutality, act like Bowery policemen.” 
If you find a public accountant who in such ways as that abuses his privi- 
leges or commits even graver offences, let us hope that he will prove to 
be not a C. P. A. but only one of the vanishing race of “experts.” 

After all, our duty to our clients seldom admits of doubt. All that is 
necessary is to be honest, capable, painstaking, courageous, tactful, and the 
epitome of all the virtues; -and, if we are also lucky we shall almost 
invariably give satisfaction. What could be more simple? 

But let me pass on to the subject of our duty to each other. Nobody 
in this company needs to be told or reminded by a fellow workman of that 
which is right and that which is wrong. With us there is not often any- 
thing complex or difficult about the really important questions. You can 
nearly always draw a perpendicular straight line, and say, “The right lies 
on this side and the wrong on that.” 

In my humbe opinion there is nothing wrong about the many little 
idiosyncrasies that all of us notice in others, and for that matter, in our- 
selves, every day of our lives. It takes all kinds of people to make a world. 
Some men prefer red neckties and some black; some men like publicity and 
some don’t; some write long reports and some write short ones. “I did 
dislike the cut of a certain courtier’s beard,” said Touchstone—and it was 
none of his business. Quot homines, tot sententiae! Every one to his 
taste! It has been largely the breaking away from slavish adherence to 
tradition which has made the United States the country which it is, and I, 
for one, do not believe that American accountants would have attained in 
so short a time the commanding position in the profession which they have 
attained—that they would so materially have widened the scope of their 
usefulness—if they had not displayed the national characteristic of inde- 
pendence both in thought and in action. Gentlemen, let us, by all means 
resent and repudiate any actual wrong-doing, any cheap and dishonest trick 
which reflects not only on its perpetrator but on the whole profession! 
Let us avoid and deprecate any exhibition of jealousy, any innuendo or 
slander directed against a brother professional, but let us not try to lay 
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down too many laws for each other! If we are loyal members of the 
California State Society—which we are—and if we are vexed by any 
troublesome question of ethics, our proper course is to submit it to the 
society, which will surely render a sane, safe and speedy decision. And if 
that is not enough there stands behind the society the American Associa- 
tion of Public Accountants, a body which is very influential to-day, and is 
destined to be immeasurably more so. Some of us here who were mem- 
bers of the American Association before any of the California societies 
took the field, were for a little while left out in the cold, but perhaps I may 
take this opportunity of saying that I don’t think they ever faltered in their 
allegiance to the principles for which the American Association stands. 

Accountants do not meet each other so often as doctors and lawyers 
do, nor is it in the nature of things that we should often become so 
intimate with each other as do the members of those professions. You 
will find in medicine and in the law many men who derive a large part, if 
not all, of their practice from other doctors and lawyers, and that is to 
my mind a very enviable condition of things. It may be unattainable by us 
at the present time, but we can at least maintain a decent degree of civility 
and a decent regard for the rights of each other. 

Let us return to what I started with—our present healthy condition, so 
far as ethical matters are concerned. We are few enough in number to 
have got easily started in the right path, and we all, I believe, regard our- 
selves as amenable to the state society. Consider what an advantage we 
possess in this respect over the legal profession in California. The local 
bar always seems unable to control or discipline its delinquents, and in fact, 
the organizing of a State Bar Association seems to be a matter of difficulty 
—and all because the early practitioners were indifferent to the good name 
of their profession and allowed to go unregulated and uncared for. We 
should take the lesson to ourselves, and whenever the necessity arises, come 
together as a society and take the trouble to stand up for what is right. 


Chartered Accounts Active in Winnipeg. 


“The Chartered Accountants of Canada are doing excellent work 
along proper lines,” writes H. M. Temple, C. P. A., of St. Paul, Minn., 
who recently returned from Winnipeg, where he delivered an address 
before the Chartered Accountants’ Association of Manitoba. 

This Association is a live organization with a very enthusiastic member- 
ship made up by election from the successful candidates at the examina- 
tions it conducts. Two sets of examinations are held annually— 
intermediate, which covers bookkeeping, commercial law, and _ practical 
arithmetic, and which are intended to test the applicant’s knowledge of 
general accounting and fitness for the duties required of a chief book- 
keeper; and final, which embrace auditing, advanced book-keeping and 
accounts, executor’s duties and accounts, joint-stock and partnership 
accounts, general commercial law, and joint-stock companies acts and ordin- 
ances, and which determine eligibility for membership in the Association. 
Each year the Association arranges a series of about twenty weekly 
lectures by accountants, on subjects covered in the examinations, for 
the benefit of students, and these lectures have proved a great success. 

A feature of the work of the Association, which seems novel to 
American societies is its adoption of a uniform tariff of fees for the serv- 
ices of chartered accountants. These fees vary from $15 to $30 per day 
for consultation or for auditing books. 
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Text of the Federal Incorporation Bill. 


An act to provide for the formation of corporations to engage 
in inter-state and international trade and commerce. Be it 
enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled : 


Section 1.—Any five or more persons, citizens of the United States, 
each of the age of 21 years and upward, may, upon complying with the 
requirements of this act, form a corporation to engage in trade 
or commerce with foreign nations, or among the several states, or between 
a state or states and places subject to the jurisdiction of the United States, 
or between any territories of the United States, or in and between any 
such territory or territories and any states or states and the District of 
Columbia or places under the jurisdiction of the United States or between 
the District of Columbia and any state or states and foreign nations or 
places under the jurisdiction of the’ United States, or for all or any of 
such kinds of trade and commerce. 

Section 2.—The persons uniting to form such corporation shall make 
and subscribe articles of association which shall specifically set forth: 

First—The name of the proposed corporation, with the addition of 
the words “National Incorporation” as the last words thereof, which name 
shall be subject to the approval of the Commissioner of Corporations. 

Second.—The place in which the principal business office of the cor- 
poration is to be situated, designating the state, territory, or district, and 
the particular county and city, town, or village. 

Third.—The object for which the proposed corporation is to be estab- 
lished, stating the general nature of the inter-state or international trade 
or commerce which it is formed to carry on. 

Fourth.—The amount of the capital stock of the proposed corporation, 
which shall not be less than one hundred thousand dollars, and the amount 
with which it is to commence business, which shall not be less than ten 
thousand dollars, and whether or not any part of the capital stock is to 
be — in property other than money, and if so, the amount of 
suc art. 

Fifth—The number of shares into which the capital stock is to be 
divided and the par value, if any, of such shares, whether or not such 
shares are to be divided into classes, and, if so, the amount of each class 
and a statement of the preferential and other special rights of each class. 

Sixth—The number of directors, and if they are to be divided into 
two or more classes, the number of directors to constitute each class, and 
the terms of office of each class, respectively, and the names and post 
office addresses of the directors for the first year, and the name and 
post office address of the treasurer of the corporation to serve until the 
election of officers for the first year. 

Seventh.—The period, if any, limited for the duration of the company, 
not exceeding fifty years. 


Powers Must Be ApprRoven. 


Eighth—Any other provision which the incorporators may choose to 
insert in the articles for the regu'ation of the business and the conduct of 
the affairs of the corporation, and any provisions defining, limiting, and 
regulating the powers of the corporation, its officers, directors, or stock- 
holders, or of any class or classes of stockholders, and provided such 
provisions be approved by the Commissioner of Corporations as not incon- 
sistent with this act or with any other act of Congress. 
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Ninth—The fact that the articles are made to enable such persons to 
avail themselves of the advantages of this act. : 
Tenth—The names and places of residence of the respective sub- 
scribers to the articles and the number of shares which each of them 
agrees to take in the said corporation, which must egate not less 
than the amount specified in the articles as that with which the corpora- 
tion is to commence business. The articles of association shall be acknowl- 
edged by each subscriber before an officer authorized to take the acknowl- 
edgment of deeds for purposes of record at the place or places where they 
are so signed and acknowledged, and shall be authenticated by the seal of 
such officer and the certificate to his official character of the clerk of the 
court or county, or other officer with whom the commission of the officer 
taking such acknowledgment is required by law to be filed or recorded; and 
the articles of association so acknowledged or authenticated shall be trans- 
mitted to the Commissioner of Corporations. 














Duty oF FEDERAL COMMISSIONER. 


Section 3.—It shall be the duty of the Commissioner of Corporations 
to examine such articles, and if, in his opinion, they conform to the 
requirements of this act and contain no provision which is contrary to 
any other act of Congress, and if the name proposed to be adopted by 
such corporation is not the same as or so nearly resembling the name of 
another existing corporation organized under this act or by any other act 
of Congress as to be calculated to deceive, he shall, upon payment of the 
fees provided in this act, file the said articles in his office and record the 
same in a book to be kept by him for the purpose, and, upon proof satis- 
factory to him that the amount of the capital with which the corporation 
is to commence business has been paid in cash to the treasurer named in 
the articles, he shall thereupon issue a copy of said articles so filed, 
together with a certificate, under his hand and seal of office, that the 
incorporators have complied with all the provisions of law required to be 
complied with and have become and are a national corporation under the 
name, and are authorized to have succession for the period specified in the 
articles of association. Such certificate shall be in the form prescribed in 
Schedule A of this act, and thereupon and from the date of such certificate 
the said incorporators and their respective successors shall be and become 
a body corporate, having succession for the period in said articles men- 
tioned, and as such, and in the name designated therein, shall have and 
may exercise the powers specified therein, and all powers necessary or 
proper to the effective exercise of the powers hereinspecifically granted. 
If, in the opinion of the Commissioner, the articles of association shall 
contain any provision at variance with this act or any other act of Con- 
gress, or if the name selected for said corporation shall be the same as 
or so nearly resembling the name of any other existing corporation organ- 
ized under this act, or by any other act of Congress, as to be calculated to 
deceive, the Commission may refuse to file said articles of association. 





























PoweERsS OF THE CORPORATIONS. 





Section 4—Every corporation formed as herein provided shall have 
the following powers: 

First—To adopt and use a corporate seal and alter same at pleasure. 

Second.—To have succession for the period specified in its articles of 
association, unless it is sooner dissolved, by the act of its shareholders 
owning two-thirds of its stock, or unless its existence is terminated by 
reason of some other provision of law. 

Third—To acquire by grant, gift, purchase, devise, or bequest, and 
to hold and dispose of such property, real and personal, as the corporation 
shall require or find useful in its business, subject to such limitations as 
may be prescribed by law. 
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Fourth.—To carry on the general kind of inter-state or international 
trade and commerce specified in the articles of association, with foreign 
nations, or among the several states, or between a state or states and places 
subject to the jurisdiction of the United States, or between any territories 
of the United States, or in or between any such territory or territories and 
the District of Columbia, or places under the jurisdiction of the United 
States, or between the District of Columbia and any state or states or 
foreign nations or places under the jurisdiction of the United States. 

Fifth—To sue and be sued, complain and defend in any court of law or 
equity having jurisdiction as fully as natural persons may do. 

Sixth—To elect or appoint a board of directors and an executive 
committee, and by its board of directors to appoint a president, vice- 
president, secretary, treasurer, and other officers or agents, define their 
duties, prescribe their qualifications, dismiss such offices or any part of 
them at pleasure, and appoint others to fill their places. 

Seventh—To make by-laws not inconsistent with this act or any other 
act of Congress for the management of its property, the regulation of its 
affairs, the transfer of its stock, and the pat ms of meetings of its mem- 
bers; such by-laws may also fix the amount of stock which must be repre- 
sented at meetings of the stockholders to constitute a quorum unless 
otherwise provided by law. By-laws shall be adopted by the stockholders, 
unless it is provided in the articles of association that the by-laws may be 
made by the board of directors, in which case by-laws may be so adopted, 
subject to alteration or repeal by the stockholders at their pleasure. By- 
laws adopted at a meeting of the stockholders shall control the action of 
the directors, but no by-laws shall be effective until two weeks after a 
copy of the same, duly certified by the secretary of the corporation under 
its seal shall have been filed in the Bureau of Corporations, unless such 
time shall be duly waived by writing signed by the holders of all the stock 
filed with said by-laws in the Bureau of Corporations. 

Section 5.—If in the original or amended articles of association any 
informality be found to exist, or said certificate be found to contain any 
matter not authorized by law to be stated therein, or if the proof of 
acknowledgment thereof shall be defective, the incorporators or the 
directors of the corporation may, with the written approval of the Com- 
missioner of Corporatiéns, make and file amended articles correcting 
such informality or defects or striking out such unauthorized matter, and 
thereupon the Commissioner shall issue under his hand and official seal 
an amended organization certificate, whereupon the original articles of 
association shall be deemed to be amended accordingly as of the date 
when such original organization certificate was issued, and the _corpora- 
tion shall then for all purposes be deemed to be a corporation with 
the organization and powers in the amended articles of association 
contained as and from the date of the issue of the original organization 
certificate. 

Section 6.—The organization certificate and any amended organization 
certificate issued by the Commissioner of Corporations pursuant to the 
provisions of this act shall be presumptive evidence of the existence of the 
corporation named therein in every court and place. 


Hotpinc or Stock oF OTHER CONCERNS. 


Section 7.—The articles of association may contain any provision for 
the regulation of the business and the conduct of the affairs of the cor- 
poration, and any limitation upon its powers and upon the powers of its 
directors or stockholders which does not exempt them from the per- 
formance of any obligation or of any duty provided by law; provided, 
however, that such provision shall be approved by the Commissioner of 
Corporations. 

Any corporation organized hereunder may acquire land hold not 
less than a majority of the capital stock of a corporation organized 
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under the laws of any state or territory and engaged only in the 
manufacture within such state of articles or commodities which the 
corporation formed under this act uses or proposes to use in the inter- 
state or international trade or commerce conducted by it. But no cor- 
poration formed pursuant to thist act shall purchase, acquire, or hold 
stock in any other corporation otherwise than as above provided. No 
corporation formed pursuant to this act shall, by any implication or con- 
struction, be deemed to possess the power of carrying on the business of 
discounting bills, notes, or other evidence of debt, or of receiving deposits 
or buying or selling bills of exchange, nor shall it issue bills, notes, or 
other evidence of debt for circulation as money. 


RESTRICTIONS ON THE DIRECTORS. 


Section 8.—The business of every such corporation organized here- 
under shall be managed by its directors, who shall, respectively, be share- 
holders therein. They shall be not less than five in number, and, except 
as hereinafter provided, they shall be chosen annually by the stockholders 
at the time and place provided in the by-laws, and shall hold office for 
one year, or until others are chosen and qualified in their stead; but by 
se providing in its articles of association or in amended articles adopted 
as herein provided, any corporation organized under this act may classify 
its directors in respect to the time for which they shall severally hold 
office, the several classes to be elected for different terms; provided, that 
no class shall be elected for a shorter period than one year or for a 
longer period than five years, and that term of office of at least one class 
shall expire in each year. 

Any corporation which has more than one kind of stock may, 
by so providing in its articles of association, confer the right to 
choose the directors of any class upon the stockholders of any class 
or classes to the exculsion of the others. At least a majority of 
the directors shall at all times, be citizens of the United States and 
bona fide residents therein. The articles of association or any amended 
articles adopted as herein provided may provide that the powers 
of the board of directors shall be exercised by an executive committee 
composed of not less than three directors, which committee shall have and 
may exercise all of the powers of the board, except when the board is in 
session, and may also provide that the members of the board of directors 
other than those constituting the executive committee shall not be liable in 
any respect except for the exercise of good faith and due diligence in 
respect to matters brought before meetings of the board of directors duly 
held and attended by them. 

Section 9—The incorporators named in any articles of association 
before the payment of any part of the capital, and before beginning the 
business for which the corporation was created, may surrender all their 
corporate rights and franchises by filing in the Bureau of Corporations a 
certificate signed by all the incorporators and verified by oath, stating that 
no part of the capital which has been paid in has been expended; that 
such business has not been begun, and no indebtedness has been contracted, 
and surrendering all rights and franchises, and thereupon the said cor- 
poration shall be dissolved. 


Two CLasseEs oF STOCK. 


Section 10.—Every corporation organized under this act shall have 
power to create two or more kinds of stock of such classes with such 
designations, preferences, and voting powers and restriction or qualifica- 
tions thereof as shall be stated and expressed in the articles of association, 
or in any amendment thereof, which shall be filed with the approval of 
the Commissioner of Corporations; and the power to increase or decrease 
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the stock as in this act provided shall apply to all or any of such classes 
of stock, but at no time shall the total amount of preferred stock issued 
and outstanding exceed two-thirds of the capital stock paid for in cash or 
property, and any class of preferred stock may, if desired be made subject 
to redemption at a price not less than the par value of said stock, if it 
have any par value, otherwise at not less than a price to be specified in 
the certificates of said stock; and the holders of such preferred stock shall 
be entitled to receive and the corporation shall be bound to pay thereon 
dividends at such rates and on such conditions as shall be stated in the 
articles of association or amended articles, quarterly, half yearly or yearly, 
and such dividends shall be made payable before any dividends shall be 
set apart and made payable on the common stock, and such dividends may 
be made cumulative.But no preferred stock shall be authorized except as 
specified in the original articles of association, save with the consent of 
the holders of two-thirds of each class of stock outstanding at the time 
of such authorization, given at a meeting called to consider the same, of 
which not less than two weeks’ notice shall have been given in the manner 
provided in section 21 hereof. Every stockholder shall be entitled to a 
certificate signed by the officers of the corporation, designated for such 
purposes in the by-laws, certifying the number and class of shares owned 
by him in such corporation. : 


Recorp oF StocK OWNERSHIP. 


Section 11.—Every corporation organized under this act shall keep 
at its principal office a book to be known as a stock book, containing 
the names, alphabetically arranged, of all persons who are stockholders 
of the corporation, showing their places of residence, the class and 
number of shares of stock held by them respectively, the time when they 
respectively became the owners thereof, and the amount paid thereon, 
which stock book shall at all times during the usual hours of business be 
open for the inspection of its stockholders, judgment creditors, and any 
officer authorized by law to investigate the affairs of such corporation. 
For any refusal ao allow such book to be inspected such corporations and 
the officer refusing shall.each forfeit the sum of $50 to be recovered in an 
action by the United States in the district where the principal office of the 
corporation is situated. 

Section 12—No transfer of stock shall be ‘valid as against the cor- 
poration, its stockholders, and creditors, for amy purpose, except to 
render the transferee liable for the debts of the corporation, according to 
the provisions of this act, until it shall have been entered in such book 
as required by this section, by an entry showing from and to whom 
transferred. The stock book of every corporation shall be presumptive 
evidence of the facts therein stated in favor of the plaintiff in any action 
or proceedings against such corporation, or any of its officers, directors, 
or stockholders. The shares of stock in every such corporation shall be 
personal property and shall be transfered on the books of the corporation 
in such manner and under such regulations as the by-laws provide, and 
whenever any transfer of shares shall be made as collateral security, 
and not absolutely, it shall be so expressed in the entry of the transfer. 


SUBSCRIPTIONS TO CAPITAL. 


Section 13.—If the whole capital stock shall not have been subscribed 
at the time of filing the articles of association, the directors named in 
the certificate may open books of subscription to fill up the capital stock 
in such places, and after giving such notice as they may deem expedient 
and may continue to receive subscriptions until the whole capital stock 
is subscribed. At the time of subscribing every subscriber whose sub- 
scription is payable in money shall pay to the treasurer of the corporation 
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10 per centum of the amount of his subscription in cash, and no such 
subscription shall be received or taken without such payment. 

Section 14.—The first meeting of every corporation shall be called 
by a notice signed by a majority of the incorporators, designating the 
time, place, and purpose of the meeting, which notice shall be published 
at least two weeks before the meeting in some newspaper of the county 
or town where the corporation is established; or said first meeting may 
be called without publication, if two days’ notice be personally served 
on the incorporators; or if all the incorporators shall waive notice, in 
writing, and fix a time and place of meeting, no notice by publication 
shall be required. Unless the articles of association shall otherwise 
provide, the by-laws shall be adopted at the first meeting of the corpora- 
tion. . 
Section 15.—The directors of every incorporation may from time 
to time make assessments upon the shares of stock subscribed for and 
assessable in cash not exceeding the whole par value thereof, or if such 
stock shall not be of par value then the amount subscribed and agreed 
to shall be paid for such stock, and the sums so assessed shall be paid 
to the treasurer at such times and by such installments as the directors 
shall prescribe, said directors having given thirty days’ notice of the 
assessment and time and place of assessment, personally or by mail or 
by publication in a newspaper of the county in which the corporation is 
established. If the owner of any shares shall neglect to pay any sum 
assessed thereon for thirty days after the time appointed for payment, the 
treasurer, when ordered by the board of Directors, shall sell, at public 
auction, such number of the shares of the delinquent owner as will pay 
all assessments thus due from him, with interest and all necessary 
incidental charges, and shall transfer the shares sold to the purchaser, 
who shall be entitled to a certificate therefor. Nothing but money 


shall be considered as payment of any part of the capital stock of any 
corporation organized under this act, except as thereinafter provided 
in Section 16 in the case of the purchase of property. 


Stock PURCHASE OF PROPERTY. 


Section 16.—Any corporation formed under this act may purchase any 
property necessary for its business, and issue stock to the amount of the 
value thereof, as fixed by the board of directors, in payment therefor, 
and the stock sc issued shall be fully paid stock, and the holder thereof 
shall not be liable in any event for any further payment with respect 
thereof to the use or for the benefit of the corporation or its creditors. 
The certificates of such stock shall contain a statement that the same is 
issued for property purchased and in all statements and reports of the 
corporation such stock shall be reported as having been issued in pay- 
ment for property purchased provided, however, that before any such stock 
is issued there shall be filed in the Bureau of Corporations a statement in 
writing, signed and sworn to by a majority of the members of the board 
of directors, setting forth: 

A—A full description of the property in payment for which the stock 
is to be issued. 

B—The number of shares agreed to be issued in payment for said 
property, and whether or not such shares are to have a par value, and, 
if so, the aggregate par value of the stock so issued. 

C—The names and addresses of the vendors of the property purchased 
or acquired by the company, or proposed to be so purchased or acquired 
with the stock so issued, and whether or not they or any of them are 
officers or directors of the company, and whether or not they are owners 
in their own name or otherwise of any shares of stock in the corporation, 
and, if so, how many of such shares. 
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D—The terms of any existing agreement, verbal or written, for the 
transfer of such property to the corporation and the parties to all such 
agreements, and particularly the amount paid or payable as purchase money 
in cash or shares for such property, specifying any amount payable for 
good will, and all amounts paid or intended to be paid for such property 
to each vendor; and in case any written contract has been made with 
such vendor, or any of them, a sworn copy thereof shall be filed with such 
statement. 

E—In case the vendors of said property, or any of it, are directors of 
the corporation or owners of any of its stock in their own names, or 
otherwise, a statement of the prices paid or agreed to be paid by them for 
the property so to be sold or transferred to the corporation, and copies of 
all contracts by which the said vendors of said property to the corporation 
acquired the ownership or the control thereof. 

F—In case the stock to be issued in payment for said property shall 
have a par value, there shall be filed with such statement, in the Bureau 
of Corporations, an appraisment of the value of such property made by 
two disinterested appraisers, approved in writing by the Commissioner 
of Corporations and the Commissioner may, in his discretion, appoint one 
or more other appraisers to make valuations of such property, and shall 
fix the compensation of such appraisers, which shall be paid by the cor- 
poration before the approval of the issue of such stock, and no stock 
having a par value shall be issued in payment of property purchased or 
acquired by the corporations to any amount of such par value in excess 
of the value of said property as approved by the Commissioner of Cor- 
porations after such appraisement. 

The said approval by the Commissioner of the value of said property 
shall be conclusive as against the corporation and stockholders and credit- 
ors, but in case any statement required by this section shall be false or 
inaccurate in any material respect, the directors uniting in said statement 
shall be jointly and severally liable to all purchasers of such stock or 
any damage by reason of the purchase of said stock in reliance upon the 
truth of such statement, and in any action to recover such damages 
brought by any purchaser of such stock except one of such directors or his 
personal representatives, it shall be presumed that all stock issued and 
sold after such statement was filed, as in this section provided, was pur- 
chased in reliance upon the truth of such statements, and the burden shall 
be upon the defendants to show that the purchaser had no knowledge 
of and did not rely. upon such statements. 


REPORTS TO THE GOVERNMENT. 


Section 17—Every corporation formed pursuant to this act shall file in 
the Bureau of Corporations within sixty days after the first day of Janu- 
ary in each year a report of the condition of said corporation at the close 
of business on the thirty-first day of December preceding, in such form 
as the Commissioner of Corporations shall from time to time prescribe, 
which report shall be verified by the oath or affirmation of the president 
or treasurer of such corporation, and attested by the signature of at least 
three of the directors. 

The Commissioner of Corporations shall also have power to call for 
special reports from any particular corporation whenever, in his judgment, 
the same are necessary in order to secure a full and complete knowledge 
of its condition. In addition to such reports, every corporation organized 
under this act shall report to the Bureau of Corporations, within ten days 
after declaring any dividend, the amount of such dividend and the class 
or classes of stock on which payable, and the amount of net earnings in 
excess of such dividends; which report shall be attested by the president or 
treasurer of such corporation. 

Every corporation which shall fail to make and transmit any report 
required by this section shall be subject to a penalty of $100 for each day 
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after the period therein mentioned that it delays in transmitting its report 

to be recorded by the United States. All sums of money collected for 

cay under this section shall be paid into the treasury of the United 
tates. 

Section 18—Upon payment of every installment of capital stock, and 
of every increase thereof, a certificate stating the amount of the capital so 
paid and whether paid in cash or property, stating also the total amount 
of capital stock, if any, previously paid and reported, shall be filed in the 
Bureau of Corporations within thirty days after such payment shall have 
been made, which certificate shall be signed and sworn to by the president 
or vice-president and secretary or treasurer. If such officers shall neglect 
or refuse to perform the duties prescribed in this section they shall be 
jointly and severally liable for all the debts of the corporations contracted 
after the date of such payments, and before the filing of such certificates. 


OATH TO BE TAKEN BY DrRECTORS. 


Section 19.—Every director when appointed or elected shall take an 
oath that he will, so far as the duty devolves upon him, diligently and 
honestly administer the affairs of such corporations that he is the owner 
in good faith and in his own right of the number of shares of stock 
standing in his name on the books of such association specified in such 
affidavit, which shall be not less than ten of such shares; and that the 
same are not hypothecated or pledged as security for any loan or debt. 
Such oath, subscribed and certified by an officer thereunto duly authorized, 
shall be immediately transferred to the Bureau of Corporations, and shall 
be filed and preserved therein. 

Section 20.—If from any cause an election of directors is not had at 
the time appointed, the corporation shall not for that cause be dissolved, 
but an election may be held on any subsequent day. Thirty days’ notice 
thereof shall be given in a newspaper published in any town or county in 
which the principal office of the corporation is located, and if no newspaper 
is published therein, then in a newspaper published nearest thereto. If 
the by-laws do not fix the day on which the election shall be held, or no 
election is held on the day fixed, the day for such election shall be desig- 
nated by the board of directors; or, if they shall fail to fix the day, the 
holders of two-thirds of the outstanding stock may do so. Any vacancy 
in the board shall be filled by appointment by the remaining directors, 
and any director so appointed shall hold his place until the next election. 


CorPoRATIONS May MAKE CHANGES IN CAPITAL STOCK oR BUSINEssS. 


Section 21—Any corporation formed hereunder may, with the ap- 
proval of the Commissioner of Corporations, by the vote of the holders 
of two-thirds of the stock of such corporation, increase its capital stock 
to an amount in excess of the limit fixed in its original articles of incor- 
poration, and no increase of the capital stock of such corporation other 
than or beyond the limit fixed in its articles shall be made, except in the 
manner herein provided. 

Any corporation formed hereunder may, with the approval of the 
Commissioner of Corporations, by vote of the holders of two-thirds of 
the stock of such corporation, reduce its capital stock to an amount not 
less than the minimum required in its articles of association, provided that 
the amount of such reduced capital shall not be less than the aggregate 
amount of the debts and liabilities of such corporation. 

Every corporation organized under this act may, with the written 
approval of the Commissioner of Corporations, change the nature of the 
inter-state or international trade or commerce conducted by it, as specified 
in its original or amended articles of association, change its name or the 
location of its principal office, create one or more classes of preferred 
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stock, or make any other amendment, change, or alteration which might 
have been contained in the original articles of association authorized by 
this act. Such increase or decrease in the capital stock, or other change, 
shall be authorized in the manner following: 

The board of directors shall, by vote of a majority of the whole num- 
ber of directors, pass a resolution declaring that such increase or decrease 
or change or alteration is advisable, and calling a meeting of the stock- 
holders to take action thereon; the meeting shall be held upon such notice 
as the by-laws provide, and in the absence of such provisions, upon notice 
given to all the stockholders of record, personally or by mail addressed to 
them at their last known post office address, not less than fourteen days 
before each meeting. 

If two-thirds in interest of each class of the stockholders having voting 
powers shall vote in favor of such increase, decrease, amendment, change, 
or alteration, a certificate thereof shall be signed by the president or vice- 
president and secretary or assistant secretary under the corporate seal, 
acknowledged or proved as in the case of deeds of real estate, and such 
certificate shall be presented to the Commissioner of Corporations, and if 
he shall approve the same it shall be filed in the Bureau of Corporations, 
and thereupon and in case of increase or decrease of stock, upon compli- 
ance with the other provisions of this act, applicable thereto, the Commis- 
sioner of Corporations shall issue his certificate to such increase, decrease 
amendment, change, or alteration under his hand and his own seal, and 
such increase, decrease, amendment, change, or alteration in all courts and 
places. 

PENALTY FOR IMPROPER DIVIDENDS. 


Section 22.—The directors of a corporation formed hereunder shall not 
make dividends except from its surplus or net profits arising from the 
business of such corporation, nor shall they divide, withdraw, nor in 
any way pay the stockholders or any of them any part of the capital stock 
= such corporation, or reduce its capital stock except as authorized by 
aw. 

In case of any wilful or negligent violation of the provisions of this 
section, the directors under whose administration the same may have hap- 
pened, except those who may have caused their dissent therefrom to 
entered at large upon the minutes of such directors at the time, or who 
not then being present, shall have caused their dissent therefrom to be so 
entered upon learning of such action, shall jointly and severally be liable 
at any time within six years after paying such dividends to the stock- 
holders of such corporation, severally and respectively to the full amount 
of any loss sustained by such stockholders, or, in case of insolvency, to the 
corporation or its receivers to the full amount of any loss sustained by the 
corporation, by reason of such withdrawal, division, or reduction. 

Section 23.—Every corporation formed hereunder shall have power to 
borrow money and contract debts when necessary for the transaction of its 
business or the exercise of its corporate rights, privileges, or franchises, 
and it may issue and dispose of its obligations for any amount so bor- 
rowed, and may mortgage its property and franchises to secure the pay- 
ment of such obligations or of any debt contracted for said purposes, pro- 
vided that no mortgage of its property or franchises shall be valid unless 
authorized by the vote of the holders of not less than two-thirds of the 
entire outstanding capital stock of the corporation given at a meeting duly 
called, pursuant to its by-laws, on at least fourteen days’ previous notice 
given personally or by writing, mailed to each stockholder at his last 
known address, and by publication at least once in each week for two suc- 
cessive weeks prior to such meeting in one or more newspapers published 
at the place of the principal offices of the corporation, or if no newspaper 
be published at such place, then at the nearest place thereto, and a duly 
certified statement of which facts, signed and sworn to by the president or 
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vice-president and treasurer or secretary of the corporation, shall have 
been filed in the Bureau of Corporations prior to the issue of the bonds 
or other obligations secured by such mortgages. 


Mortcaces Not Susyect To ATTACK. 


Whenever any mortgage affecting the property or franchises of the 
corporation, executed pursuant to the provisions of this act, recites or 
represents in substance or effect that the execution of such mortgage has 
been duly consented to or authorized by such stocknolders, said recital 
or representation of such mortgage, after public record thereof in 
the state or states in which the property of the mortgagee is situated, and 
filing in the Bureau of Corporations, shall be presumptive evidence that the 
execution of such mortgage was duly and sufficiently consented to, and 
authorized by stockholders as required by law. 

If any such mortgage shall have been publicly recorded for more than 
one year in one or more of the counties in the state in which the mort- 
gaged premises or any part thereof is situated, and the corporation shall 
have received value for bonds or either obligations actually issued and 
secured by such mortgage, such recital in the mortgage so recorded shall 
be sufficient evidence that the execution of said mortgage was duly author- 
ized and consented to by said stockholders as required by law, and its 
validity shall not be impaired by reason of any defect or insufficiency in 
the consents, votes, or authorization of such stockholders, and such mort- 
gage shall be valid and binding upon the corporation as security for all 
valid bonds issued or to be issued thereunder unless such mortgage be 
adjudged invalid in an action begun hereunder, as provided in this section. 

Notwithstanding the foregoing provisions of this section the invalidity 
of any such mortgage because of insufficiency of consent by stockholders 
may be adjudged in any action for such purpose begun within one year 
year after the earliest date of record of such mortgage in any county in 
any state in which any of the mortgaged property is situated; provided 
that such action shall have been begun by or on behalf of the corporation 
by direction of the board of directors acting in their own discretion or 
upon the written request of the holders of not less than one-third of the 
capital stock of the corporation, and in any such action begun by or on 
behalf of the corporation the recitals in said mortgage shall be presump- 
tive evidence only of the recitals therein above mentioned. 

Whenever hereafter, in compliance with this act, the officers of any 
corporation formed hereunder shall have made and filed and recorded a 
certificate that the execution of a mortgage hereafter made by a corpora- 
tion has been duly consented to by the stockholders, such certificate shall 
be conclusive evidence as to the truth thereof in favor of any and all per- 
sons who in good faith so receive or purchase for value any bond or obli- 
gation of such corporation issued under said mortgage. 

Any corporation organized hereunder may guarantee the bonds of any 
other corporation engaged in the same general line of business, but only 
if such guarantee shall have been previously authorized by the vote of 
holders of not less than two-thirds of the capital stock given at a special 
meeting called for that purpose by a notice in writing specifying the time, 
place, and object of the meeting, and served upon each of the stockholders 
appearing as such upon the books of the corporation, personally or by 
mail, at his last known address at least fifteen days prior to such meeting, 
and a certificate of such fact under the hands of the president or vice- 
president and treasurer or secretary of the corporation filed in the Bureau 
of Corporations prior to the execution of such guarantee. 


RuLes For VoTING oF STocK. 
Section 24.—The holders of every share of capital stock of the par 
value of $100, and of every share of such stock without par value, unless 
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otherwise provided in the articles or amended articles of association, 
shall be entitled to one vote at meetings of the stockholders of the cor- 
porations. Stockholders may vote in person or by proxy in writing, and 
every corporation may determine in its by-laws the manner of calling 
and conducting all stockholders’ meetings; what number of stockholders 
shall attend there in person or by proxy, or what number of shares or 
stockholders shall be represented in such meeting in oder to constitute 
a quorum, provided in no case shall more than a majority of shares or 
amount of interest be required to be represented at any meeting in order 
to constitute a quorum; and provided for a period of more than eleven 
months from date of its execution. 

Section 25.—The inspectors of election of every corporation formed 
hereunder shall be appointed in the manner prescribed in the by-laws, 
but the inspectors of the first election of directors shall be appointed by 
the board of directors named in the articles of association. If any 
inspector so named shall refuse to serve or neglect to attend at the meet- 
ing or his office become vacant, the meeting may appoint an inspector in 
his place, unless the by-laws otherwise provide. The inspectors appointed 
to act at any meeting of the stocholders shall be respectively sworn to 
faithfully perform the duties of inspector at such meeting with strict 
impartiality and recording to the best of their ability, and the oath so 
taken shall be subscribed by them, and immediately filed in the Bureau 
of Corporations, with a certificate of the result of the vote take thereat. 


LIABILITY OF STOCKHOLDERS. 


Section 26.—Every holder of capital stock in any corporation formed 
hereunder issued upon subscription payable in cash shall be personally 
liable to its creditors to an amount equal to the amount unpaid on such 
stock held by him for debts of the corporation contracted while such 
stock was held by him. The stockholders of every corporation formed 
hereunder shall jointly and severally be personally liable for all debts 
due and owing to any of its laborers, servants, and employes other than 
directors for services performed by them for such corporation. 


SERVICE IN LAwsUwUITS. 


Section 27.—No civil suit shall be brought against any corporation 
organized hereunder by any original process or proceeding except in a 
court of the United States in the district in which the principal office 
is located or in a district in which it shall be found at the time of serv- 
ing such process or commencing such proceeding. Every such corporation 
shall, by written power of attorney, appoint some person residing within 
every judicial district in which it maintains an office or regular agency 
for the transaction of its business, who shall be a citizen of the United 
States and a resident of such district, as its agent upon whom may 
be served all lawful process against said corporation, and who shall be 
authorized to enter an appearance on its behalf. A copy of such power 
of attorney, duly certified and authenticated, shall be filed with the 
clerk of the Circuit Court of the United States for such district, which 
copy, or a certified copy thereof, shall be legal evidence in all controversies 
arising under this act. If any such agent shall be removed, resign, or die, 
become insane, or otherwise incapable of acting, it shall be the duty of 
such company to appoint another agent in his place, as hereinbefore 
prescribed, and until such appointment shall have been made, or during 
the absence of any agent of such company from such district, service 
of process may be upon the clerk of the court wherein such suit is 
brought, with like effect as upon an agent appointed by the company. 
The officer executing such process upon such clerk shall immediately 
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transmit a copy thereof by mail to the company and state such fact in 
his return. A judgment, decree, or order of the court entered or made 
after service of process as afoesaid shall be as valid and binding on such 
company as if served with process in said district. 


DISSOLUTION OF CORPORATIONS. 


Section 28.—A corporation organized under this act may go into liqui- 
dation and be dissolved by vote of its shareholders owning two-thirds of 
its stock. Whenever a vote is taken to go into liquidation it shall be the 
duty of the board of directors to cause notice of this fact to be certified 
under the seal of the corporation by the treasurer, and filed with the 
Bureau of Corporations, and public notice thereof to be given for a period 
of two months by publication in a newspaper of the town or county where 
such corporation has its principal place of business, or if no such news- 
paper is published in such town or county, then in a newspaper published 
at a place nearest thereto, to the effect that the corporation is closing up 
its affairs, and notifying its creditors to present their claims against the 
corporation for payment. 

Section 29.—A corporation organized hereunder may sell and transfer 
all of its property of any and every kind for a consideration payable 
wholly or in part in the capital stock of any other corporation organized 
hereunder, with the previous consent of the holders of not less than 80 
per centum of each class of stock then outstanding given at a meeting 
called to consider the same, whereof notice shall be given in person or by 
mailing to all the stockholders not less than thirty days prior to such 
meeting, and by the publication in a newspaper published at the place of 
the principal office of the corporation at least once in each week for four 
consecutive weeks immediately preceding such meeting; provided that a 
sworn copy of the terms of such sale, accompanied by copies of any con- 
tracts or agreements entered into with respect thereto and the names and 
addresses of all parties interested therein, shall be filed in the Bureau of 
Corporations and in the office of the secretary of the corporation at least 
thirty days prior to such meeting. A certified copy of the minutes of such 
meeting, together with proof of the notice required by this section, shall 
be filed in the Bureau of Corporations with all consistent speed thereafter, 
and the said sale and transfer shall not be valid without the written 
approval of the Commissioner of Corporations and shall not be given 
except upon proof that all creditors of the corporation are satisfied and 
ted the terms of such sale and transfer are adequate and just to the stock- 

olders. 


RECEIVERS CAN BE APPOINTED. 


Section 30—Whenever any corporation formed hereunder shall have 
failed to pay off any of its written obligations at the time and place as the 
same are payable, or an execution against its property shall have been 
returned unsatisfied, the Commissioner of Incorporations may appoint a 
special agent of whose appointment immediate notice shall be given to such 
corporation, who shall proceed forthwith to ascertain whether or not the 
said corporation is in such an unsound financial condition as to make it 
inexpedient that it should continue in busiess, and if upon such report 
made the Commissioner of Corporations is satisfied that the said corpora- 
tion is either insolvent or of such unsound financial condition as to make 
its continuance in business contrary to the public welfare he may forth- 
with appoint a receiver of such corporation and require of him such bond 
or other security as he deems proper. Such receiver, under the direction 
of the commissioner, shall take possession of the books, records, and 
assets of every description of such corporation, collect all debts and claims 
due to it, and upon the order of a court of competent jurisdiction may 
sell all property of the corporation or as much therof as may be necessary 
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to pay the debts of such corporation. The commissioner shall upon 
appointing a receiver cause notice of such appointment, and require all 
persons having claims against such corporation to present the same in 
writing, duly verified, to the receiver within a time in such notice specified 
not less than thirty days from the date of the first publication of such 
notice, to be given by publication in one or more newspapers published at 
the place of the principal office of such corporation, or if none be published 
at such place, then at the nearest place thereto. 

Section 31.—From time to time the Commissioner shall make ratable 
dividends of the money so paid over to him by such receiver on all such 
claims as may have been proved to his satisfaction or adjudicated in a 
court of competent jurisdiction, and as the proceeds of said corporation 
are paid over to him shall make further dividends of all claims previously 
proved or adjudicated, and the remainder shall be paid over to the share- 
holders of the corporation or their legal representatives in proportion to 
the stock of such coporation held by them. 


APPEAL FROM RECEIVERSHIP. 


Section 32—Whenever a corporation against which proceedings have 
been instituted, as in section 30 of this act provided, denies that it is 
insolvent or in such unsound financial condition as to make its further 
continuance in business contrary to the public interest, it may at any 
time within ten days after it has been notified of the appointment of a 
receiver, as in said section provided, apply to the nearest circuit or 
district court of the United States to enjoin further proceedings in the 
premises, and such court after citing the Commissioner of Corporations 
to show cause why further proceedings should not be enjoined, and after 
the decision of the court or finding of a jury that such corporation is 
not insolvent or of such unsound financial condition as to render its 
further continuance in business contrary to the public interest, shall make 
an order enjoining the Commsioner of Corporations and any receiver 
acting under his direction from all further proceedings on account of 
such alleged insolvency or unsound condition. All expenses of any 
preliminary or other examination of the condition of such corporation 
shall be paid out of the assets of such corporation before the distribution 
of the proceeds thereof. 

Section 33.—No corporation formed hereunder shall be subject to 
any visitorial powers other than such as are authorized by this act or 
are vested in the courts of the United States. 

Section 34.—All corporations not organized and transacting business 
under this act are prohibited from using the words, “ National corpora- 
tion”, as a portion of the name or title of such corporation, and any 
violation of this prohibition committed from and after the passage of this 
act shall subject the party chargeable therewith to a penaly of $50, for 
each and every day during the continuance of such violation, to be 
recovered in an action by the United States in the district where the 
principal office of the corporation is situated. _ 

Corporations formed hereunder may be adjudged bankrupts, either 
voluntary or involuntary, subjects to the provisions of the National 
bankruptcy law. 


Concress CAN REPEAL CHARTER. 


Section 35.—The charter of every corporation formed hereunder shall 
be subject to alteration, suspension, and repeal in the discretion of the 
Congress, and the Congress may at pleasure dissolve any such corporation. 

This act may be amended or repealed at the pleasure of Congress, and 
every corporation created under this act shali be bound by such amend- 
ment, but such amendment or repeal shall not take away or impair any 
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remedy against such corporation or its officers for any liability which shall 
have been previously incurred. This act, and all amendments thereof, 
shall be part of the charter of every corporation formed hereunder except 
so far as the same are inapplicable and inappropriate to the objects of 
such corporations. 

Section 36.—Nothing herein contained shall prevent the shares in any 
corporation formed under this act from being included in the valuation of 
the personal property of the owner or holder of such shares in assessing 
taxes imposed by the authority of the state in which the principal office 
of such corporation is located. But no tax shall be imposed under state 
authority upon the franchise granted by this act to any corporation organ- 
ized pursuant to its provisions. 

The real and personal property of all such corporations shall, however, 
be subject to taxation for state, county, and municipal purposes in the 
state, territory, or district where the same is located, but at no higher 
rate than other real and personal property in said state. 


FEES TO THE GOVERNMENT. 


Section 37.—There shall be paid to the Commissioner of Corporations 
for the use of the United States the following fees: 

1. Upon the filing and approval of the original articles of asscoiation, 
an amount equal to one-twentieth of 1 per cent. of the total capital of 
such corporation authorized in its articles, and upon filing any certificate 
of increase of the capital stock, an amount equal to one-twentieth of 1 
per cent. of the total amount of such increase. 

2. In case a corporation is formed hereunder all or a part of whose 
capital stock is to have no par value, then there shall be paid, upon the 
filing of the original articles of association or of any certificate of increase, 
a tax equal to five-tenths of one mill for each aliquot part of the capital 
of the corporation represented by each of the shares not having a par value. 

3. Upon the filing of a certificate of the execution of a mortgage 
and the issue of bonds, a fee equal to one-half of one mill for each dollar 
of indebtedness authorized to be secured by such mortgage. 

4. For every other report, certificate, or other statement required to 
be filed, the sum of $1. 
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Cost Accounting in the Navy. 


The following account of the advantages which have resulted from the 
introduction of a new system of cost accounting in the Boston Navy Yard, 
is taken from the annual report of the Secretary of the Navy, which has 


just been published: 

In an endeavor to make an accurate comparison between the cost of 
work under the separate bureau system at navy yards and under the con- 
solidation plan in effect since February 1, the department found that the 
accounting system in force was not modern or sufficient, that it violated 
the fundamental principle that the man who does the work should not fix 
the charges on the work and that the overhead or indirect charges were 
not being fixed in a uniform way and did not accord with modern scientific 
practice. This forbade any exact comparison of costs. 

In order to place the cost accounting of the navy yards on a modern 
basis, in accord with prevailing commercial practice, the department en- 
gaged an expert accountant of New York, and inaugurated this summer 
under his advice and supervision at the Boston Navy Yard what has proved 
already to be effective system of cost keeping and a plan from which it is 
believed great economy will result. The same system will shortly be put 
into effect at the navy yard, New York, and as soon thereafter as possible 
at all other navy yards. 

The new accounting system will be a separate office at each navy yard 
under the commandant, and the bureau of supplies and accounts will 
furnish paymasters, trained in the new system, for accounting officers of 
all navy yards. That the new plan of cost accounting has been so promptly 
put into effect at Boston has been due to the advice of the expert civilian 
accountant and the cordial co-operation and support of the commandant 
of the Boston Navy Yard, the paymaster general and the chief constructor. 

Having been impressed with the great importance of correct cost keep- 
ing as a feature of good business administration, I have personally kept in 
touch with the business details involved and have inspected the working 
of the plan in operation .at Boston. 

The following advantages will accrue from the new system: 

An iavevel’ end modern bookkeeping system. 

Simplification and reduction in number of the forms used in recording 
business between the storehouse and the shops and the accounting depart- 
ment. 

Substitution of a single pay roll in place of two now in use. 

As balances will be struck daily, immediate discovery of mistakes will 
result, so that the various returns, including the payroll, will be kept up to 
date and the pay roll will be ready for the cashier or paymaster of the 
yard a day and a half after the period closes for which the pay is due. The 
accounting officer will make up the pay roll and a different paymaster will 
make the payments. The total cash paid must equal the total pay roll; 
the time on the pay roll must total the hours of labor on job orders. 

Job orders will be promptly closed out when the work is completed, 
and invoices will be completed within five days thereafter. Under the old 
system some months often elapsed before the completion of invoices. 

The new system will furnish an accurate basis on which to make esti- 
mates for work. Under the old system estimates were uniformly too high 
and were thus productive of overcost. 

The new system will be carried on with less clerical force and conse- 
quent reduced expense of accounting and cost keeping. 

It also promises material improvement in economy through the stimulus 
it gives to thorough inspection, to the rivalry between shops, closer esti- 
mates and to direct and thorough accounting for materials issued from 
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The various expense accounts, other than direct labor and material, 
are being so systematized that shop foremen will be shown clearly their 
shop expense and where retrenchment will be possible. : 

hen the new station is established at all navy yards their work can 
be compared with similar work of outside firms and with each other, and 
a standard of economy created. : 

It is also proposed to employ experts to make an accurate valuation 
and appraisal of the value of public works and public utilities at the various 
navy yards and stations and to lay out some plan for writing off deprecia- 
tion in value for various structures. 

The department has been impressed with the endless indorsements and 
letters written by parts of the Navy Department, which are easy of access 
to each other. In establishing the new cost accounting system at Boston 
it developed that forms and returns could be reduced in number or sim- 
plified, and it is hoped that other reforms in the amount of paper work in 
the Navy may gradually be accomplished. 

In time of war much of the paper work is usually thrown aside for the 
directness of real business methods; in time of peace periodical effort 
should be made to check the growth of paper work. 

Much may be accomplished in this direction by a measure of decentrali- 
— with individual local responsibility; if possible this will be accom- 
plished. 


Announcements. 


Walter E. Butler and Samuel F. Racine, certified public accountants, 
announce their association under the firm name of Butler and Racine, 
with offices at 326 Leary Building, Seattle, Washington. 


Carl H. Nau, C. P. A., John B. Tanner, and Stephen G. Rush, announce 
the formation of the partnership of Nau, Tanner and Rush, accountants 
and business systematizers, with offices at 1102 American Trust Build- 
ing, Cleveland, Ohio, in succession to Carl H. Nau, certified public 
accoutant. 

Benjamin Franklin, Jr.. C. P. A. has been appointed a member of the 
Minnesota State Board of Accountancy. 


Missouri State Board of Accountancy. 


The new State Board of Accountancy for Missouri, created recently 
by the Legislature, is composed of T. F. Wharton, St. Louis, president; 
H. T. Westerman, St. Louis, secretary; F. A. Smith, Kansas City, 
treasurer; Judge H. W. Belding, Webster Groves, and W. P. Hoehn, 
St. Joseph. 


First Woman C. P. A. in New Jersey. 


At the October examination of the New Jersey State Board of Public 
Accountants, Miss Dora G. Rowarth received her degree as a certified 
public accountant. Miss Rowarth has been in the employ of Frank G. 
DuBois, of Newark, for several years, and will continue with him as an 
associate C. P. A. 
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Epitep py Lee Gattoway, Ph.D. 


IMAGINATION IN BUSINESS. By Lorin F. Deland. Harper and Bro- 
thers, New York and London. 1909. 170 pages. Price, soc net. 

No doubt the author has applied the principles in selecting a title for 
his book which he recommends to others in the choice of a name whether 
it be for a child or commercial product. His advice is prepare a 
compound which represents the various attributes desired in the child 
or already acquired by the product. This little volume is a compound 
of business experiences which have been closely dependent for their 
successes upon the “imagination” of their authors. A man who can 
successfully turn his imagination from the naming of another’s family to 
the advertising methods for making a cemetary popular has the faculties 
surely for enlightening practical business men in the ways of imagination. 

Perhaps Mr. Deland does not mean more by this title than what 
others have been in the habit of calling “creative power” in business but 
he has given a new point of view and a very stimualting series of practical 
business experiences which hold the reader closer to its pages than any 
of the so called “ Romances” of business that it has been the reviewer’s 
privilege to see. The style both in the arrangment of material and in the 
manner of experession is excellent and may well be recommended to 
those theoretical economists who would describe the industrial and 
business world in terms of psychology. It may likewise be recommended 
to those practical economists who in their attempts to make business 
subjects popular paying too little attention to the form of expression or 
to the logic of construction. 

In order to illustrate the importance of imagination in business, the 
author ranges from the work of the bootblack to the national advertising 
of a great manufacturing concern. In the case of the bootblack each boy 
has one “call” or method of solicitation. It was mid-afternoon on Satur- 
day. The first boy. cried, “Shine your boots here.” The second boy 
cried, “Get your Sunday shine.” The difference between these two 
announcements consists in their appeal to the imagination—at least Mr. 
Deland sees the following in the second boy’s appeal and, as this boy is 
credited with double the sales of the other boy we must suppose that all 
customers were put under the same spell as the author: 

It conveyed the information, not simply that he was there to shine 
shoes, but that tomorrow was Sunday; that from present appearances 
it was likely to be a pleasant day, that he, as a bootblack, realized they 
would need an extra good shine, and somehow, the sentence has in it 
a gentle reminder that the person on whose ears it fell has heretofore over- 
looked the fact that the next day was the Sabbath and that any self- 
respecting Christian would wish his shoes shined before they repaired to 
the sanctuary. 

In the case of the manufacturing concern the author illustrates the 
difference between “invention” and “imagination.”. The campaign set 
out to check a falling of in sales of the “ Congress” shoe. The fight was 
kept up for seven years and then “the light dawned” upon the advertising 
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manager—at least he thought it was the dawn. But let the author relate the 
incident : 


In the flood of literature that came to the office there came to my desk 
one day a copy of the Statistical Report of the Interstate Commerce 
Commission and among its records there was a mortality table of the 
number of persons killed and injured on all American railways in the 
preceding year. My attention was called to curious feature of this 
table. hile 6,136 persons had been killed on railroads in the United 
States in that year, the total number of dead passengers was only 170. 
In other words, the popular conception of the danger of being killed while 
riding as a passenger on any railroad train was grossly exaggerated. 
Railroad accidents didn’t kill passengers; they killed employes and they 
killed the outside public, but rarely did they kill their own passengers. 
In the above death-roll it was only a fraction over two per cent! Yet 
507,421,362 passengers were carried by the railroads that year, and the 
total of 170 killed was approximately only one passenger in three millions. 
Hence, with a very small per cent. of American men wearing Congress 
shoes, and with only 170 out of 76,000,000 Americans being killed while 
passengers on railroad trains, it was evident that we could afford to 
insure without charge the life of every man who was killed while riding 
as a passenger on any railroad in the United States, provided he had 
Congress shoes on his feet when he was killed! 

An arrangement was entered into with one of the large insurance 
companies, and for two years the life of every man who wore Congress 
shoes was insured in the way I have indicated. But the trade results 
were disappointing. Notwithstanding the great number of traveling sales- 

: men who need just such insurance, notwithstanding the large demand for 
‘ accident insurance tickets by the traveling public, we could not bring back 
} the popularity of the Congress shoe in this way. We couldn’t play 
; “Insurance” against “Fashion” and win. We had invented the insurance 
i remedy and it was outside the issue. It failed. 


The author has been very successful in writing an interesting book, and 
no man, whether he be in business or in the professions, can read the 
experiences here related without being stimulated to look at his own 
affairs with a little more freshness than he ordinarily carries to his work. 


OFFICE ORGANIZATION AND MANAGEMENT INCLUDING SECRETA- 
RIAL WORK. By Lawrence R. Dicksee, M. Com., F. C. A., and H. 
E. Blain. Published by Sir Isaac Pitman and Sons, London. 1908. 
Price § s. 


; All parts of the business world are so closely woven together that it 
makes little difference where the student begins to study the industrial 
system. In time, if he keeps on long enough, he will meet all the various 
: parts which make up the whole. No part of the business world can be 
isolated and then treated as though it had no relation to other parts. But 
this is far from saying that every subject pertaining to business should 
be treated in all its relations. The subject of banking, for instance, can 
be so extended as to include the mining processes, but ordinarly writers 
upon banking subjects are content to leave the subject of the gold supply 
to the “money” specialist or the analysis of mining securities to the 
specialist in “investments.” However, in writing upon any specific 
business subject there is always the tempation to follow every influence 
that shows itself as affecting the particular topic under investigation. 
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As a result the author does not succeed in giving a definite picture of his 
subject, but obscures it by much matter that could be left for separate 
and independent treatment. 

The subject of office management and secretarial work lends itself 
readily to this expensive method of treatment. The work of a large 
office must necessarily touch business life at nearly every point. There- 
fore, the broader the knowledge of a clerk or secretary, the better fitted 
he is to help both his employer and himself. But this knowledge can 
hardly be given to him in the form of a “tabloid” encyclopedia. 

The following list of chapter headings of the book under review 
will suggest the condensation that was necessary in order to include 
them all within the covers of a book containing only 271 pages; Personal 
Staff; Office Accommodation; Division of Responsibility; Correspon- 
dence; Estimates, Tenders, Contracts, Orders; Packing and Unpacking; 
Duitable Goods; Means of Transport; Advertising; Systems of Ascertain- 
ing Amounts due for Wages and Salaries; Stores; Cost Accounts; 
Departmental and Branch Accounts; Finance; Financial Books; Stock- 
taking; Balancing Books and Audit; Company Work and Returns; 
Legal Matters; Insurance. Much space is also taken up with cuts of 
various Office appliances, such as filing cabinets, adding machines, etc. 
One unique thing about the book is the inclusion of a number of inserts 
which show the actual forms used in business, but one can hardly see 
what advantage is gained by this method especially when the forms that 
were selected are considered. For example a form which shows only 
the ordinary matter pertaining to a memorandum unless it has some 
pecular arrangement might just as well be displayed, if at all, upon the 
regular page of the book. 

When one considers the space which is given to the subject it is not 
surprising that some of the chapters must prove disappointing while 
others, although excellent, accentuate the unbalanced character of the 
whole. 

There is no larger field for the experience of business judgment today 
than that offered by advertising. Yet only seven short pages are given 
to this subject. Perhaps the sentence on page 130 explains the reason 
for this brief and unsatisfactory notice. “The advertisement writer is 
born not made. There is no special training required.” If such is the 
case then the advertising world which spent $1,000,000,000, last year and 
based its return upon the output of the “ad” writer was badly “buncoed” ; 
for surely genuises of the “born not made type” are rare and only a few 
of them appear to have gone into the advertising business in America. 
But there are many successful advertising men, and they are basing 
their success not upon momentary “inspirations” but upon weeks and 
months, even years of study of the manufacturing and marketing con- 
ditions which surround the product that their few “catch phrases” are 
to launch upon the market. 

Two of the best chapters of the book are those upon Office Accom- 
modation and Division of Responsibility. Many practical hints show 
that the fundamental basis of office arrangement and the division of 
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responsibility is clearly understood by the author. But even here the 
methods of presenting the subject might be criticised from a pedagogical 
point of view. It would be much easier for the student to grasp the 
scheme of providing for departmental and authorative divisions if the 
importance of function was emphasized in its relation to business organ- 
ization. ‘ 

To the American student, especially if he be employed in some line 
of business, this book on Office Organization Management will be very 
suggestive, It is filled with practical hints. But the benefit to be derived 
from any book on business, it must be remembered, is not in following 
actual practice as there laid down but in suggestions that are offered and 
which may lead to a new point of view or a new idea. 


HOW TO WRITE LETTERS THAT WIN. The System Company, Chicago, 
1909 

Again the System Company has attacked the business world from a 
new angle. Among its “How Books,” is this new book made up of 
“247 vital pointers gathered from a study of 1200 actual letters.” Many 
of the “pointers” might be as applicable to advertising, salesmanship or 
any of those fields of enterprise which bring men into the relation of buyer 
and seller; but the methods by which attention, interest, argument, per- 
suasion and the “clincher” are to be used in the art of correspondence is 
typical of the breezy, pungent and effective style which is employed in 
all of the System Company’s publications. 

The force and charm of the book rests chiefly upon the feeling that the 
advice concerning the construction and substance of a business letter is 
given by those who are thoroughly at home in the business atmosphere. 
Take for instance the chapter on Persuasion. Before the author gives 
his attention to examples of successful style he cautions the reader against 
certain common errors that the average man will commit. He says: 

The word ‘persuasion’ suggests and actually involves certain intimacy 
at which it is difficult to arrive in business. Before we dare employ the 
art of persuasion we must know that our standing with our prospective 
customer is such that he will not resent our placing a paternal hand on 
his knee and talking to him for his own good. But—as you hope for 
results!—employ it sparingly and with diffidence. Put into it all the 
ingenuous indirection that you know. Nothing is better calculated to stir 
the ire and call forth the contempt of a big, self-sufficient business 
man than to be asked, ‘Can you afford to be without this great boon 
another day?’ ‘Will you let your prejudice stand between you and 
future wealth?’ Nothing will so quickly freeze your prospective client 
into glacial indifference as ‘Will your stockholders approve of your 
rejecting this dividends—producing offer?’ 

In case a touch of persuasion seems necessary the writer of a letter 
is advised “to hide or dilute it with another ingredient.” The subtle art 
of suggestion thus becomes very effective and the active persuasion is 
left to the customer’s own imagination. As an illustration the author 
quotes from a letter of a prominent ladies’ tailor, “I am sure, madam, 
that if you could see yourself in one of these suits, you would acknowledge 
its perfect fit and exceptional finish.” 

One word of criticism should be made. It applies to nearly all books 
on business subjects but more particularly to one which involves the use 
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of good English as a fundamental requisite. It is not mecessary to use 
the flimsy expressions of the street in order to interest and convince the 
business man of sound pratice. Such language may be full of local color 
but it lacks dignity and breadth; and the business literature of today 
must suffer the consequences of many limitations if it persists in its 
narrow provincialism in this respect. Opening the book at random the 
following is selected as an illustration of the above statement. “It was 
a shrewd scheme—too shrewd—I know because I was one of ‘the goats.’” 


Proper Handling of Stock. 


Under the title of “ Manufacturing From Stock,” Mr. Clarence Hoyt 
Stilson discusses, in the Engineering Magazine, the methods which may be 
used to reduce idle and barren investment in stock, and to increase 
promptness in the filling of orders. His article is illustrated with forms 
for keeping detailed records of ordered, received, withdrawn, and avail- 
able stock. He says: 


When the amount in stock drops to the minimum stock limit, orders 
are to be entered at once to replenish the stock; the amounts of these 
orders should be such that at no time does the total quantity of unapplied 
goods in stock exceed the maximum limit. 

The limits themselves are based first on the present and past demand, 
and, second, on the time required to obtain or to manufacture the goods 
necessary to replenish the depleted stock. If the rates of consumption, 
as indicated by the records, of a certain size of brass rivet rod is 3,000 
pounds per month, and six weeks are required to obtain any of this 
after placing an order with the mills, then a minimum stock of 4,500 
pounds is absolutely necessary; likewise, a maximum limit of 9,000 pounds 
would seem quite safe. By placing an order for the maximum limit 
the very day the minimum is reached, we should receive 9,000 pounds on 
the date on which the stock would theoretically be entirely consumed. 

Using these methods, the stores keeper is supplied with a list of 
goods to be carried in stock, and is authorized to maintain this stock 
within the limits set, which renders unnecessary much anxiety on the part 
of the management as to the handling of future business, and does away 
with the disorganization accompanying the fulfillment of rush orders, 
for which, otherwise, the factory would be unprepared. 

There still remains on the shoulders of the factory management one 
duty which must not be neglected, and that duty consists of a constant 
censorship of all orders for replenishing stock. As a part of this duty 
may be considered the periodical study of the entire stock, a thing that 
may be done very quickly and comprehensively by means of charts. 

These charts are taken from the stores room records, the totals of 
all classes of goods being taken every Monday morning, and plotted as 
indicated. For purpose of comparison, there is nothing more satisfactory 
than such charts, a number of things being indicated by the simple 
curves. They give present investment as compared with that of preceding 
years and months; they indicate in what lines business is the heaviest; 
and they give a history of the fluctuations in supply and demand for the 
past few years. But their chief use is the control of investment in stock, 
and with intelligent use they should permit the present day manufacturer 
to practice “stock carrying” more extensively than ever before, with 
the consequent benefit of being able to make prompt shipments, and the 
freedom from the danger of excessive accumulations of material and goods. 

In other words, the stores room, instead of becoming simply a 
“catch-all” for defective work, useless goods from canceled orders, 
and all such odds and ends, can be made a most efficient tool and a 
powerful resource for profitable manufacturing. 
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EDITED BY CHARLES W. GERSTENBERG, Ph.B., LL.B. 





The Legal Department of THz JournaLt or AccouNnTANCY is prepared to render a 
genuine service to its subscribers and readers, by undertaking to answer | 
questions submitted to it. These questions, while they may be suggested by the 
problems that arise in the pratice of our correspondents or by the more theoretical 
requirements of examination boards, should always be stated as to call for single 
propositions of law. Whenever the department receives a query the correct answer 
to which may vary with many possible but unstated circumstances the 
correspondents will be asked to give the details or advised to consult local counsel. 
Reasonably prompt replies by the Department will be made by personal communcation 
or through the columns of the Journal. Address all communications to the 
JournaL or Accountancy, Legal Department, 32 Waverly Place, New York City. 











Quick AssETs. 


The word “assets” with some adjective prefixed so frequently enters 
into the accountant’s mode of expression that any judicial definition of the 
adjectives must be welcomed by the profession. It was held in In Re 
AMERICAN Knit Goops Mre. Co., 173 Fep. Rep. 480, that the word “quick” 
under the circumstances shown in that case “was used merely to distinguish 
liquid assets from those permanently invested in the business, like real 
estate and machinery,” and was not intended as a representation that the 
assets to which the word was applied “could be promptly realized at the 
stated amounts.” 














THE TRANSFER OF CAPITAL SHARES. 






The point at issue in Cit1zENs’ Savincs & Trust Co. vs. ILtrnors CEN- 
TRAL R. R. Co., 173 Fep. Rep. 556., is a technical legal one without much 
interest to accountants, but the facts reveal a somewhat interesting situa- 
tion. It appears that a certain corporation had issued shares of its capital 
to a county in exchange for the latter’s bonds, which bonds were trans- 
ferred by the corporation. The bond issue was subsequently adjudicated 
void. What was the position of the purchasers of the bonds? They had 
paid a valid consideration to the corporation for them. The decision indi- 
cates that they might sue for damages or proceed in equity to compel the 
corporation to issue to them the stock originally given to the county for 
its void bonds. As a matter of fact the latter course was pursued. 











Tue Ricut To Vote ror Directors OF CORPORATIONS. 






The statutes of Colorado provide that each stockholder shall have the 
right to nominate directors to be voted for, and that he shall have the 
right to vote the number of shares held by him for as many directors as are 
to be chosen, or may cumulate the same upon one or more candidates. It 
is also specifically provided that the directors shall not be elected in any 
other way. It was held in a recent case that the validity of a contract 
made by the corporation, giving another corporation the right to select two 
of its five directors, should not be determined in a suit to which the 
stockholders are not parties, otherwise than as represented by the corpora- 
tin. Though the precise point was not decided, it was indicated that the 
contract would be invalid upon objection by any stockholder. Quoting 
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from the decision in Brewster vs. HARTLEY, 37 CAL. 15, the court said: 


The exercise of this power (to elect directors) having been regulated 
by the statute, the corporation cannot, by its by-laws, resolutions, or 
contract, either give or take it away. Where the statute is silent in this 
respect, the election of the directors, like the election or appointment of 
subordinate officers, would be subject to the regulation and control of the 
corporation ; but, the statute having expressly decleared who shall be enti- 
tled to vote for directors, its provisions are imperative upon the corporation, 
constituting a part of the law of its being, and the corporation has no 
authority to extend or limit the right as regulated by the statute— 
a Vatitey Sucar, Erc., Co. vs. H. Lyon Cana Co., 113 Fep. 

EP. 601. 


PARTNERSHIP. 


The test of the existence of the partnership relation is difficult to define. 
If brevity is insisted upon, we might say that the two essential elements 
are joint right to control and joint sharing in the profits and losses. 
Whether the first element is present is as difficult in many cases to ascertain 
as is the principal question—does a partnership exist? For ene of the 
parties may never have attempted to exercise the right to control, and 
to say in such a case that the question of the existence of a partnership 
depends upon the joint right to control is very nearly begging the question. 
Where the test turns on the right to share in the profits, the rule has so 
many exceptions that one hardly knows whether the term “share in the 
profits” has any reasonably clearly defined meaning. 

Two cases recently decided in the Appellate Division, First and Second 
Departments, of the New York Supreme Court, illustrate these remarks. 

In the first case, THOMAS vs. BATCHELLER, 119 N. Y. Supp. 577, it was 
held that a contract between A and B whereby A was to permit B the use 
of certain trade marks and to receive in return therefor and as a royalty 
a share in the profits of B’s business, does not give rise to the partnership 
relation. “No right, title, or interest in the profits as such was transferred; 
but the license fee was fixed at an amount ‘equal to’ a certain share of the 
net profits.” 

In the other case, THomMas vs. SPRINGER, 119 N. Y. Supp. 460, the facts 
are as follows: A, a theatrical company, agress to present at B’s theatre 
a certain theatrical performance, A to receive a certain share in the gross 
receipts. An employee of A, operating a spot light in the gallery, dropped 
some object on the head of the plaintiff, sitting below, who now claims 
damages from B on the ground that A and B were engaged in a parnership 
venture and that the employee was therefore the servant of B as well as of 
A. “Stripped of details,” reads the decision, “the contract of the Fischer 
Company was to present a play in the defendant’s theatre for a stipulated 
percentage of the gross receipts and seems to me that the contract is 
precisely as though the compensation had been fixed at a definite sum. 
It is unnecessary to cite authority upon the proposition that the essential 
requisite of a copartnership is an agreement to share profits and losses 
as such. Here the Fischer Company was to receive a percentage of the 
gross receipts not as its share of profits as such for its contribution to a 
joint enterprise, but as compensation for presenting a play in the defend- 
ant’s theatre.” 
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Ricuts or Lire TENANT AND REMAINDERMAN IN DivipENps Nort in CAsH. 


This question has become of vital and widely distributed interest re- 
cently because of the action of several large corporations like the Pennsyl- 
vania Railroad in making increases in their capital stock. In those com- 
panies the question takes more specific form as follows: Stockholders have 
the right to subscribe to increases in capital stock in proportion to their 
holdings. This right is often valuable, for the new stock often is worth 
immediately more than par. To whom does the right belong, to the life 
tenant or to the remainderman of a decedent stockholder? The larger 
question involved in this and similar situations is, what benefits distributed 
by corporations can be said to be “dividends ?” 

In THAYER vs. Burr, 119 N. Y. Supp. 755, a testator had bequeathed 
certain stock to the executor in trust to apply the dividends to C for life, 
and at her death to transfer the same to B and her heirs and assigns. 
During the life of C two distributions of bonds were made to the stockhold- 
ers, and it was held that the share of the trustee under the will of the 
bonds so issued constituted “dividends” within the terms of the trust, and 
hence assed to the life tenant, and not to the remainderman. 

Said the Court “In McSoutu vs. Hunt, 154 N. Y. 179, a stock corpora- 
tion, from its accumulated earnings, increased its capital stock and issued 
to its shareholders a dividend of 10 per cent. based thereon.” The Court 
held, refusing to follow the rule established in Massachusetts and England, 
that the additional stock so issued belonged to the life tenant, and not to 
the remainderman. Judge O’Brien, who delivered the opinion of the court, 
said: 

When the substance of the transaction is analyzed, it will be seen that 
what the corporation really did was to issue to the shareholders its own 
obligations in the form of stock certificates against the accumulated earn- 
ings which it had on hand, and these certificates, having a market value, 
could readily be converted into money by the shareholders. So that the 
transaction was, in substance, a distribution of profits. 

The same might be said of the present case. The bonds were the 
obligation of the company, issued against the accumulated earnings which 
it had on hand. They were negotiable (Hips vs. Brown, 190 N. Y. 167), 
and could readily be converted into money, so that the transaction was in 
substance, a distribution of profits. 


THE FEDERAL INCORPORATION BILL. 


One phase of the argument for incorporation under federal charters 
was made by the administration through an article contributed several 
months ago to the Yale Law Review by Attorney General Wick- 
ersham, which was summarized at the time in this department. Lack 
of uniformity in state laws on the subject of foreign corporations 
is pointed out by the Attorney General as being a source of con- 
stant annoyance and inconvenience to corporations whose operations 
carry them into many states. This annoyance and _ inconvenience 
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would be avoided if large corporations engaged in interstate com- 
merce could have an opportunity to submit themselves to the exclusive 
control of a sovereign, whose jurisdiction is co-extensive with their 
operations. This opportunity would be afforded by a system of national 
incorporation, such as is provided for in the recently published “act to 
provide for the formation of corporations to engage in interstate and 
international trade and commerce.” Under the rule laid down in the 
famous case of McCuLtocu vs. State oF MARYLAND (1819) 4 WHEATON 
316, corporations formed under this proposed bill would be exempt from 
taxtion and control of every manner, by the State. This exemption 
from State taxation, it is understood, would extend to such property only 
as was used in the performance of the functions authorized by the 
federal government. But as to all property necessary to carry out the 
objects of interstate commerce the corporations could not be taxed. 


“The States have no power, by taxation or otherwise to retard, impede, 
burden, or in any manner control, the operations of the constitutional 
laws enacted by Congress to carry into execution the powers vested in 
the general government.” 

The constitutionality of the principle of the federal bill is not a new 
question. Federal banks, federal railroads, federal bridge and certain 
other companies have been incorporated under special acts of congress 
and the validity of their charters have been upheld. Indeed in the case of 
railroads and bridge companies the power of Congress has been held to 
grow out of its general authority to regulate interstate commerce. 
(Union Paciric R. Co., vs. Meyers, 115 U. S., 1; Luxton vs. NortH 
River Bripce Co., U. S. 525.) Now if Congress in specific cases can incor- 
porate companies because it has the power to regulate inter-state commerce 
certainly it can enact a-general statute to cover all corporations engaged 
in inter-state trade of commerce. 

Freedom of corporations formed under the proposed bill from the 
annoyance of the multiple control of foreign States is to be based also on 
another consideration. It has been held that whereas the jurisdictions of 
the United States and the States are concurrent, a federal corporation is 
not a “foreign” corporation in any State in the same way that the corpor- 
ate creatures of other States are. To be specific a railroad company 
incorporated by an act of Congress was not required to take out a license 
or pay the tax imposed on foreign corporations in the State of Pennsyl- 
vania, notwithstanding the fact that the railroad carried its operations 
into that state (Com. 1:. Texas, Etc., R. Co., 98 Pa. Sr., go). 


It will be seen, therefore, that the federal bill is permissory and does 
not demand that all corporations engaged in interstate commerce shall take 
out federal charters, the advantages to be gained from uniform control are 
attractive enough to insure the practical effectiveness of the bill. But the 
ultimate purpose of the administration in urging this bill is not limited to 
the amelioration of the conditions of corporate existence alone. President 
Taft’s object is to work out a scientific solution of the trust problem. He 
recognizes the good that is in large combinations as well as the harm. “I 
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admit there are grounds for dispute,” said the President, in addressing the 
National Civic Federation at Washington, January 17, 1910, “and I have 
only recommended this as something that I look forward to in the future, 
as a means of saving to the public what is valuable—and there is a great 
deal that is valuable in those trusts—and eliminating permanently that 
which is vicious and contrary to public policy.” His purpose, therefore, 
is first to rescue large corporations—or, to put it more corectly, to give 
them the means of rescuing themselves—from the unscientific methods 
of state regulation, and then when the problem is centralized to deal with 
it in a sound and effective manner. 

Though in principle the bill is legally and economically well grounded, 
constitutional objections to specific provisions of the act may be raised 
from time to time with results hard to foresee. Thus Section 7 provides in 
part as follows: 

“ Any corporation organized hereunder may acquire and hold not less 
than a majority of the capital stock of a corporation organized under the 
laws of any State or Territory and engaged only in the manufacture 
within such State of articles or commodities which the corporation 
formed under this act uses or purposes to use in the interstate of inter- 
national trade or commerce conducted by it.” 

The state whose corporate creature was thus controlled by the federal 
corporation might object to this control and attempt to dissolve the domes- 
tic corporation under the usual unconditional reservatin of power to repeal 
charters. It could not base its action on the ground that the corporation 
permitted its stock to be held by a foreign corporation, for the premise 
would be incorrect—the federal corporation would not be foreign in any 
state. Whether a dissolution of the domestic company could be predicated 
on the theory that its stock is being controlled in a manner or for objects 
contrary to the policy of the state is doubtful. On the one hand a general 
reservation of the power to alter, revoke or repeal a grant of special privi- 
leges, such as the privilege to act as a corporation, necessarily implies that 
the power may be exerted at the pleasure of the legislature, and the courts 
will not presume that the power has been improperly or unconscientiously 
exercised. (Hamilton Gas Light, etc., Co. vs. Hamilton, 146 U. S. 258; 
McLaren vs. Pennington, 1 Paige (N. Y., 102.) On the other hand, when 
the federal corporation obtained control of the domestic corporation it 
would seem that it had subjected the subsidiary company to its purpose of 
carrying on interstate commerce—in a word, that the state corporation 
became an instrument of interstate commerce—and that a dissolution of it 
on the ground that its stock was being held by a federal corporation would 
be an act calculated to defeat the power of Congress given in the com- 
merce clause of the Constitution. Lawyers in the front rank of their 
profession will undoubtedly be found who hold strong convictions on each 
side of this question. 
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to amortize premiums $2,912. 


C. P. A. Question Department. 


Conducted by Leo GreeNDLINGER, M.C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time 
improve shortcomings. To solve, compare and criticise C. P. A, examinations, is the 


object of this department. With the aid of suggestions and criticism from the 
professional brethren, it can undoutedly be achieved. Inquiries will be cheerfully 
answered. 


Following is the second problem set by the University of the State of 
New York at the regular examination in Practical Accounting for the 
degree of Certified Public Accountant, held in June, 1909, with solution by 
Gustave Jacobsson, M.A.: 


Problem. 


A and B are dealers in bonds and share profits in the proportion of 
A seventy-five (75) per cent. 
B twenty-five (2 ? per cent. _ 

A and B engage C to sell bonds, agreeing to pay him a salary equal to 
twenty-five (25) per cent. of the net profits to be divided between the 
partners. 

During the continuance of C’s contract the firm purchases one hundred 
thousand dollars ($100,000) Waterville Traction Company first mortgage 
5% bonds on a 3% basis. The bonds have eighteen (18) months to run, 
interest payable semi-annually (three interest periods). The firm holds 
the Waterville bonds till maturity. 

Prepare a statement of the Waterville bond accounts, showing cost, 
interest and amortization. The total profit to be adjusted is ten thousand 
dollars ($10,000). Show the division of this profit. 





Solution. 
Operations to find the present worth of a 5% $1,000 bond “on a 3% 
basis,” interest payable semi-annually. 


OPERATION A. 


Present worth of $1,000 at .015% for 3 half years: 
I at compound interest, .015%, 3 terms = 1.04568; 
I + 1.04568 = .95632 X 1,000 = $956.32. 






2. 


_Present worth of $25, semi-annual cash interest, at .015% for 3 terms: 
I > 1.04568 = .95632 ;I — .95632 = .04368 + .015% = 2.9122 X $25 = $72.80. 

956.32 + 72.80 = 1029.12 for one $1,000 bond; meee 
1029.12 X 100 = $102.912, cost of bonds. 


3. 
Cash rate 242% = $2500.00 interest 
Income rate 14% = 1543.68 interest 






Sinking fund = $956.32 
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OPERATION B. 


Cash rate .025% 25.00 interest 
Income rate .o15% 15.00 interest 





Surplus interest 10.00 








10% is an annuity to be paid in a premium. Present worth of the annuity, 
$10.00, is found by the following equation: 





I 
‘ (1 + 015) > = $2,91220 








O15 
and 2.91220 X 10 = 29.1220. 
+ 1,000 me 
1469 ta = $102.912.20 
which agrees with the amount given in Professor Sprague’s “Extended 
Bond Tables.”* 
OPERATION C. 


.05% = Cash interest. 
.03%. = Income basis. 
05 = .03 = 1.6666+ = Stock value. 


1.6666-++- 
—I. 
0.6666-+- = Stock premium. 


Present worth of .6666+ due in 3 half years @ .015% = 6.375466. and 
the stock value being 1. 
and the difference 0.6375466 


the 1% years’ value is = 1.0291201 
Hence, 1.0291201 X 1,000 = $1,029.12 for one bond @ 1,000. 


Division OF PROFITs. 


Total profits, before adjusting C’s salary..............eeeeeeeee $10,000.00 
Less és salary, being 25% of the net profits, $10,000, + 125 = 
BE Pe BR DE ic cc ewecciens non dadansscccsdesssesadicncanl 2,000.00 
$8,000.00 
Net profits to be divided between A and B = 
BE: GN, BI aie ond kathcs eo qudie nsdn daenaknevens bene $6,000 
PS GA Hs Seika ivins nin anccdnncisdiesaitatenel 2,000 $8,000.00 


STATEMENT OF THE BOND ACCOUNTS. 
5% Bond of the Waterville Traction Co. 























1 Total Net | Amorti- Book Par 
Date nterest | Income} J ation Value Palue 
5% | 3% 
Cost |$102,912.00|/$100,000.00 

1908 Jan. 1 |$2,500.00/$1,543.68/$ 956.32) 101,955.68 

July 1} 2,500.00] 1,529.44] 970.56] 100,985.12 
1909 Jan. 1| 2,500.00] 1,514.88} 985.12] 100,000.00 

$7,500.00/$4,588.00/$2,912.00 


*This method is the quickest in calculations of this nature, and is recommended by Pro- 























fessor C. E. Sprague in his valuable book ‘‘ The Accountancy of Investment.” 
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More Solutions to September Problems. 


The following solution by A. W. Vine to the second problem given by 
the New York C. P. A. Board at the January, 1907, examination, which 
was printed in the September Journat and aroused much discussion, may 
be of interest to JouRNAL readers: 


In accordance with Dicksee’s method, that where payments are made 
to partners before all assets have been realized, the partners’ accounts 
should be brought to the ratios in which they share profits or losses, we 
proceed as follows: 


_ Amounts to credit of partners’ accounts, after debiting their propor- 
tions of the loss is $8,000; and the personal drawings are: A, $36,800; B, 
$27,160; C, $17,640; D, $8,400. 

Taking D’s credit as 15% of the equalized capital (which, it will be 
found is the easiest way), we get, A, 35%, $10,600; B, 28%, $15,680; C, 
22%, $12,320; D, 15%, $8,400. 

_ As the capital accounts of A, B, and C are all in excess of their equal- 
ized capital, a sufficiently large amount to reduce their capital to the equal- 
ized amount should be paid them before any payment is made to D. 


The cash receipts for the first month are arrived at thus: 





ee eee $30,190.00 

ND I SI oo ie oc ccvacsccdsuevecows $7,900.00 
BAD GN I IIIS 6.5 nace viSsccvacvectiucnnes 400.00 8,300.00 
$21,890.00 


If this amount were distributed among A, B, and C in the ratio of 35, 
28, and 22, the amounts paid over would be: A, $09,013.53; B, $7,210.82; 
C, $5,665.65; but the amount necessary to reduce C’s captal to the equalized 
capital is only $5,320, so we adopt this method: 


ET AS ee Pe a ee a eee ee ee $21,890.00 
Less payment to equalize C’s capital............... 0.0... e eee eee 5,320.00 
ee We ng, cadsuscowenawheeesebendanbad $16,570.00 


Dividing this amount in the ratios of 35 and 28 we get, A, $9,305.56; B, 
$7,364.44. 

But C has to pay A and B a commission of 5% of his share, or $266, 
which we deduct from the amount payable to him, and credit in equal 
— to A and B, increasing the amounts of cash paid to them accord- 
ingly. 

The cash receipts for the second month, ascertained in the same way 
as those of the first, amount to $43,450, from which we deduct amounts 
necessary to equalize A and B’s capital accounts, viz.: 


$12,110.00 


leaving $31,340, and all subsequent cash receipts to be distributed to all 
partners in the ratio of 35, 28, 22, and 15; C and D’s shares to be subject to 
the 5% commission payable to A and B. 
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C. P. A, Question Department. 


A 


Dr. Cr. 
To Drawings ............ $400.00 By Capital Account 
“ 35% of loss $8,000... 2,800.00 Investment .......... $40,000. 00 
eA ee 36,800.00 
? $40,000 . 00 $40,000.00 
By Balance ...........- $36,800.00 
To Cash on account...... $9,338.56 “ C % commission on 
a Se ey ee le errr. 133.00 
$36,933.00 $36,933 .00 
To Cash to reduce capital 2 $27,504.44 
to rate of 35%......... $7,904.44 
“ Balance 35%......... 19,600.00 
$27,594.44 $27,504.44 
To 35% Loss and expense By Balance 35%....... $19,600.00 
of liquidation “ C ¥% commission on 
First month...$400.00 $140.00 his share ............ 172.37 
Second month. 750.00 262.50 “ D % commission on 
Bn .atabbidecasaaie 11,258.89 his share ............ 117.52 
AS aay catia 8,228.50 
$19,889.89 $19,889.80 
To 35% Loss and expense By Balance 35%........ $8,228. 50 
of liquidation “ C ¥% commission on 
Third month...$340.00 $119.00 his share ............ 87.28 
w aE brbs1sdeaeeen 5,701.29 “ D % commission on 
pe 0 ee 2566.00 his GRATE ..csccccesee 59.51 
$8,375.29 $8,375.29 
To 35% Loss and expense By Balance 35%........ $2,555.00 
of liquidation “ C ¥% commission on 
Fourth month.$110.00 $38.50 his share ............ 39.54 
+ Re biadeoiecusdscca 2,583.01 “ D % commission on 
BP GE scccrscccnes 26.97 
$2,621.51 $2,621.51 
B 
: aa Cr. 
BO BIIID. 0 kccca sere. $600.00 By Capital Account 
“28% of loss $8,000.... 2,240.00 Investment ........... $30,000.00 
ie NR RRS 27,160.00 
$30,000 .00 $30,000.00 
To Cash on account...... $7,497.44 By Balance ............. $27,160.00 
a a RR 19,795.50 ‘“ C % commission on 
MED GOR sséecontaen 133.00 
$27,293.00 $27,293 .00 
To Cash to reduce capital 5 $17,795.56 
to rates of 28%...... $4,115.56 ; 
“ Balance 28%......... 15,680.00 
$19,795 . 56 $19,795.56 
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To 28% Loss and expense 
of liquidation: 
First month ..$400.00 $112.00 
ms month. 750.00 210.00 


$15,969.90 

To 28% Loss and expense 
of liquidation : 

Cash month. .$340.00 


$95.20 
4,590.40 
2,044.00 


$6,729.60 
To 28% Loss and expense 
of liquidation: 
Fourth month.$110.00 


“ 
“ 


$2,110.51 


Cc 
Dr. 
Drawings 
22% of loss $8,000.... 
Balance 


1,760.00 


$20,000.00 
A commission $133... 
B commission $133... $266.00 
5% of share 
Cash to reduce capital 
to ratio of 22% 
Balance 


$17,640.00 

22% Loss and expense 
of liquidation 

First month. ..$400.00 

Second month. 750.00 

A commission $172.37 

B commission $172.37 
s% of share 


$88 .00 
165.00 


344.74 


By Balance 


22% Loss and expense 

of liquidation 

Third month. .$ 

A commission. "98 28 

B commission.. 87.29 
5% of cash share 


$74.80 
174.57 


3,316.83 
1,606.00 
$5,172.20 
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By Balance 


By Balance 


By Balance 


By Balance 


28% $15,680.00 
C % commission on 
his share : 

D % commission on 
his share 


“ee 


172.37 


“ 


$15,969.90 

28% $5,582.80 
C % commission on 

his share 87.29 
D % commission on 

59.51 

$6,729 .60 


his share 
_.-28% $2,044.00 
C % commission on 
his share 39.55 
D ¥% commission on 
26.96 
$2,110.51 


“ 


“e 


“ce 


his share 


$600.00 By Capital Account 


Investment 


By Balance 


22% $12,320.00 
$12,320.00 


22% $5,172.20 
$5,172.20 





C. P. A. Question Department. 


To 22% Loss and expense 
of liquidation 
B commission.. 39.55 79.09 
Fourth month.$110.00 $24.20 
A commission. .$39.54 
5% of cash share 
“ Cash 1,502.71 By Balance 22% $1,606.00 


$1,606.00 $1,606.00 
D 


“ 


“ 


Dr. 
To Drawings $400.00 By Capital Account 
“ 15% of loss $8,000.... 1,200.00 investment 
“ Balance 8,400.00 
$10,000.00 
To 15% Loss and expense 
of liquidation 
First month. ..$400.00 $60.00 
Second month. 750.00 112.50 
A commission .$117.52 
B commission. 117.53 235.05 
5% of share 
Cash 4,465.95 
3,526.50 By Balance 


$8,400.00 

15% Loss and expense 
of liquidation 
Third month. .$340.00 $51.00 
A commission. .$59.51 
B commission.. 59.51 119.02 

5% of share 
Cash 2,261.48 
Balance 1,095.00 15% $3,526.50 


$3,526.50 $3,526.50 
15% Loss and expense 
of liquidation 
Fourth month.$110.00 $16.50 
A commission. .$26.97 
B commission.. 26.96 53-93 
5% of share 
By Balance 15% $1,095.00 


$1,095 .00 $1,095 .00 


The Second Solution. 


I have read with interest the problem and solution by Mr. Gustave 
Jacobsson in the September JourNaL, and the several criticisms published 
in the October and November issues: 

Evidently Mr. Foster has assumed that by equalizing the partners’ 
accounts is meant the adjustment of moneys drawn by them prior to the 
dissolution. Mr. Ruark likewise would distribute the assets without any 
attempt to equalize the capital accounts. E. C. G. is right so far as he 
goes. sar. Jostenen certainly “fell down” when he permitted the part- 
ners to retain, without adjustment, the moneys drawn by them. There 
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is apparently no reason why the 5% commission could not be run through 
the accounts, but this is only a detail and could be settled as Mr. 
Jacobsson suggests. E. C. G. has also overlooked the main point of the 
problem, namely, the equalization of the capital accounts, because the 
assets are to be distributed as realized, not knowing whether or not there 
will be an additional loss when the business is finally liquidated. 

The only object of equalization is to prevent a situation arising 
where it would be found that the moneys distributed had been erron- 
eously proportioned among the partners. This, of course, can be done by 
the exchange of cash or notes, but I see no reason why the partners 
should be asked to actually adjust a possible erroneous distribution. 

Apparently this is an accounting proposition and calls only for a book 
adjustment. 

I have set up the accounts accordingly, using, however, a different 
method to arrive at the adjustment figures, and equalizing the accounts 
at the time of the dissolution of the partnership. I have omitted the 
5% commission because, as aforesaid, it is only a detail. 

M. C. N. 


A’S CAPITAL ACCOUNT. 


To Profit and Loss $2,800.00 By Investment 
(32% of $8,000) 
(35% of $8,000) 


$40,000.00 
To A’s Special Account.. $5,000.00 By Balance 
(Equalization of Capital) (Capital at Dissolution) 

First month 

To A’s drawing acct.. $400.00 

To Cash 
Second month 

To Cash 15,207.50 
Third month : 

To Cash 5,554.50 
Fourth month 

To Cash 2,516.50 

To Expenses, etc 560.00 


$37,200.00 $37,200.00 


A’S SPECIAL ACCOUNT. 


First month 
To Cash $3,988.25 


Second month 
To Cash 1,011.75 By A’s Capital Account.. $5,000.00 


$5,000.00 $5,000.00 


A’S DRAWING ACCOUNT. 
First month 
To Balance $400.00 By A’s Capital Acct.. $400.00 
(At time of Dissolution) 
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B’S CAPITAL ACCOUNT. 


To Profit and Loss 
(28% of $8,000) 


“ 


To B’s Special Account. . .0o By Balance 
(Equalization of Capital) (Capital at Dissolution) 
First month 
To B’s drawing acct.. 
To Cash 
Second month 
To Cash 
Third month 
To Cash 
Fourth month 
To Cash 
To Expenses, etc 


$27,760.00 


B’S SPECIAL ACCOUNT. 


First month 

To Cash $1,595.25 By B’s Capital Account 
Second month 

To Cash 


$20,000.00 


B’S DRAWING ACCOUNT. 


First month 
To Balance $600 . 00 By B’s Capital Acct.. 
(At time of Dissolution) 


C’S CAPITAL ACCOUNT. 


To Profit and Loss $1,760.00 By Investment 
(22% of $8,000) 
“Balance 18,240.00 
$20,000 .00 scniiienaiaiie 
First month $20,000 . 00 
To C’s Drawing Acct. $600.00 By Balance $18,240.00 
To C’s Special Acct.. 2,000.00 (Capital at Dissolution) 
To Cash 2,655.80 By C’s Special Acct 2,000.00 
Second month (Equalization of Capital) 
To Cash 9,559.00 
Third month 
BO GE cisecieccss.s See 
Fourth month 
To Cash 1,581.80 
To Expenses, etc 352.00) 


$20,240.00 
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EVoLUTION OF THE PREMIUM SYSTEM. 


Mr. F. W. Taylor, some twenty-five years ago, was the first 
‘to go about the gathering of statistics and the classification of 
data in respect to shop operations, in a scientific manner. From 
this data he was able to determine the best and most economical 
methods to use, and to formulate instructions which tended greatly 
to increase the efficiency of the workmen and tools. In brief, 
his method was to determine by means of his data the time in 
which an operation should be done, the best methods and tools to 
employ to enable it to be done, and then to see that it was 
done in the manner and time established. His method placed the 
responsibility of increasing the efficiency of the workmen almost 
entirely upon the management, although a higher rate of pay, 
or piece rate, was allowed for high efficiency. Practically all the 
premium methods of remunerating labor are the outgrowth of 
Mr. Taylor’s ideas. 


In 1891, in a paper read before the American Society of 
Mechanical Engineers, Mr. F. A. Halsey described a premium 
system devised by him, of which all later systems are merely modi- 
fications. Under this system a Standard Time is established for 
an operation and any saving is divided in some proportion between 
the employer and employee. 

Mr. James Rowah, of Messrs. David Rowan & Sons, Glasgow, 
Scotland, in a paper read before the Mechanical Section of the 
International Engineering Congress, held at Glasgow in 1got1, 
advocated a system of payment upon a sliding scale basis. This 
plan allows the workman as a bonus the same proportion of his 
regular wages as the time saved bears to the time allowed, or 
Standard Time. 

One of the most novel systems is the so-called “Sante Fe, or 
Emerson, System,” in use on the Sante Fe Railroad. Mr. Emer- 
son sets a Standard Time in which an operation ought to be done, 
which he calls 100% efficiency, and for which 20% bonus is paid. 
The workman receives a small bonus beginning with 66 2/3% 
efficiency, and a high and rapidly increasing premium beyond 
efficiency. 

These systems, as well as others, will be illustrated and more 
fully described further on. 
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ETE BIS 


ae 


The Premium System for the Payment of Wages. 


Day Work, PrecE WorK AND PREMIUM PLANS COMPARED. 


Day wages is the most expensive and least satisfactory method 
of remunerating labor, because there is little or no incentive for a 
workman to do his best, and shops using this method are almost 
without exception operating on a very low percentage of efficiency. 
The piece work plan has also proved unsatisfactory. Under 
this system the workman receives all the direct saving, the only 
benefit accruing to the employer being the lower expense burden 
per unit of output. By constant repetition of the same work, 
operatives are in many instances able to reduce the time to such an 
extent, and their wages become so exorbitant, that the piece rates 
are cut, which is sure to cause dissatisfaction and often demorali- 
zation. Employees soon become aware of this and confine their 
output within limits which they consider safe. Under the pre- 
mium system, the saving being divided between the employer and 
employee, there is less temptation to cut rates, and if sufficient 
care has been exercised in establishing the Standard Times, there 
should be no occasion for altering them, unless in the event of 
some radical change in tools or method of manufacture. 

An argument frequently advanced against both the piece 
work and premium plans is that they tend to lower the quality of 
the work. This is obviously true, but may be overcome by a rigid 
system of inspection involving penalties for inferior workman- 
ship. 


ADVANTAGES OF THE PREMIUM SYSTEM. 


Factory operatives are apt to get into a rut. They become 
accustomed to doing their work in a certain way and in a certain 
time, and in the absence of any incentive, become mere adjuncts 
of the machines they operate. Of course, they are not alone in 
this respect—even bookkeepers have been known to suffer from 
the same sort of “sleeping sickness.” Given, however, a sufficiently 
attractive inducement to exercise their latent intelligence, it is 
surprising what they can accomplish in the way of devising in- 
genious methods to shorten the time of operations. Instances 
are common in which the minimum time for an operation under 
the old methods has been reduced one-half, two-thirds, and even 
more. Superintendents and foremen, who, of course, should share 
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C’S SPECIAL ACCOUNT. 


First month 
To C’s Capital Account $2,000.00 By C’s Special Acct.. $2,000.00 


C’S DRAWING ACCOUNT. 


First month 
To Balance . By C’s Capital Acct.. $600.00 
(At time of Dissolution) 


D’S CAPITAL ACCOUNT. 


To Profit and Loss $1,200.00 By Investment 
(15% of $8,000) 


lance 


$10,000.00 
First month ’ By Balance : 
To D’s Drawing Acct $400.00 (Capital at Dissolution) 
To D’s Special Acct.. 3,183.50 By D’s Special Acct.... 
Second month _ (1 Equalization of Capital) 
To D’s Special Acct.. 1,816.50 
To Cash 
Third manth 
To Cash 
Fourth month 
To Cash 
To Expenses, etc 


$13,800.00 $13,800.00 


D’S SPECIAL ACCOUNT. 
To D’s Capital Acct $5,000.00 First Month 
By D’s Special Acct.. $3,183.50 
Second month 
By D’s Capital Acct.. 1,816.50 


$5,000.00 $5,000.00 


D’S DRAWING ACCOUNT. 
First month | 
To Balance , By D’s Capital Acct.. $400.00 
(At time of Dissolution) 


Query as to City Suds: Accounts. 


To THE JOURNAL OF ACCOUNTANCY : 

There is a diversity of opinion among public accountants as to the 
proper preparation of the surplus account of a city or municipality in 
regard to the consideration of uncollected flat rate water assessments, 
uncollected charges for water which has been furnished by meter, 
uncollected rentals due on leases and agreements. etc., uncollected tax 
assessments and miscellaneous items of revenue earned but not collected. 
Can any uncollected charges or assessments due a municipality be con- 
sidered revenue until they are collected in cash? I should like to have 


the opinion of public accountants in regard to his matter. 
Jno. H. Baker, C. P. A. 





Colorado Springs, Colorado. 
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